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SECURITIES EXCHANGE ACT OF 1934 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13962A/October 14, 1977 


(File No. S7-676) 
Recordkeeping by Brokers and Dealers 


The Commission has noted a typographical error 
which appeared in the publication of its Release No. 
13962 under the Securities Exchange Act of 1934 in 
the September 27, 1977 issue of the SEC Docket 
(Volume 13, No. 2). The final paragraph under 
SUPPLEMENTARY INFORMATION should have read 
in its entirety as follows: 


The Securities Investor Protection Corporation 
(“SIPC”) suggested that the service bureau undertaking 
provide that a SIPC trustee appointed for the 
broker-dealer shall be permitted to examine, and shall 
be furnished with copies of, the records of the broker- 
dealer. The Commission recognizes that a SIPC trustee 
must have access to a broker-dealer’s records in order 
to ascertain what is owed to customers. Circum- 
stances may also dictate that other parties, such as a 
court-appointed receiver or a self-regulatory organiza- 
tion, examine a broker-dealer’s records. The 
Commission considers it appropriate, however, that 
SIPC trustees and other interested parties be 
Commission designees rather than named parties in 
the rule. In that regard, the Commission notes that the 
examining authority for a broker-dealer and a trustee 
appointed for a broker-dealer pursuant to the Securities 
Investor Protection Act of 1970 shall be, with regard to 
such broker-dealer, designees of the Commission for 
purposes of section 240.17a-4(i). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14050/October 14, 1977 


In the Matter of 
ARTHUR BLASE CAPONEGRO 
ORDER FOR PUBLIC PROCEEDINGS 


The Commission announced today that it instituted 
public administrative proceedings pursuant to 
Sections 15(b) and 19(h) of the Securities Exchange 
Act of 1934 (“Exchange Act”) to determine what, if any, 
remedial action should be taken in the public interest 
against Arthur Blase Caponegro, former Executive Vice 
President of Seed Capital Corporation (“Seed”), a 
registered broker-dealer located in New York, New 
York. 


The proceedings are based upon allegations of the 
Division of Enforcement that Caponegro was convicted 
of felonies which (1) involved the purchase and sale of 
securities, (2) involved a conspiracy in connection with 
the purchase and sale of securities, (3) arose out of the 
conduct of the business of a broker-dealer, and (4) 
involved the fraudulent conversion, larceny, theft, 
forgery, and counterfeiting of securities. United States 
v. Axelrod, et al., 76 Crim. 603 (S.D.N.Y. 1976). 


In addition, it is alleged that Caponegro wilfully 
violated the anti-fraud provisions of the federal 
securities laws, and that he was an officer, beneficial 
owner, and controlling person of Seed on or around 
May 6, 1974, at which time a decree was entered in the 
United States District Court for the Southern District of 
New York adjudicating Seed’s customers to be in need 
of the protection provided by the Securities Investor 
Protection Act of 1970 (“SIPA”). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14051/October 14, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MUNICIPAL SECURITIES RULEMAKING 
BOARD 


File No. SR-MSRB-77-15 - 


The Municipal Securities Rulemaking Board submitted 
on October 13, 1977, a proposed rule change under 
Rule 19b-4 to reduce, as of November 1, 1977, the 
underwriting assessment for municipal securities 
brokers and municipal securities dealers. 
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The foregoing rule change has become effective, 
pursuant to Section 19(b)(3)(A) of the Securities 
Exchange Act of 1934. At any time within sixty days of 
the filing of such proposed rule change, the 
Commission may summarily abrogate such rule 
change if it appears to the Commission that such 
action is necessary or appropriate in the public 
interest, for the protection of investors, or otherwise in 
furtherance of the purposes of the Securities Exchange 
Act of 1934. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 17, 
1977. Interested persons are invited to submit written 
data, views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-MSRB-77-15. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L. Street, N.W., Washington, D.C. Copies of the filing 
will be available at the principal office of the above- 
mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14052/October 14, 1977 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
1150 Connecticut Ave., N.W., Suite 507 
Washington, D.C. 20036 


(SR-MSRB-77-14) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MUNICIPAL SECURITIES RULEMAKING BOARD 
AND ORDER APPROVING PROPOSED RULE CHANGE 


Pursuant to Section 19(b)(1) of the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b)(1) (the 
“Act’”’), as amended by Pub. L. No. 94-29, § 16 (June 4, 





























1975), notice is hereby given that on October 12, 1977, 
the Municipal Securities Rulemaking Board (“the 
MSRB”) filed with the Commission copies of a 
proposed rule change. The proposed rule change 
would defer the effective date of subparagraphs 
(a)(xi)(G) and (a)(xi)(K) of Rule G-8 until November 15, 
1977. 


Publication of notice of the proposed rule change is 
expected to be made in the Federal Register during the 
week of October 24, 1977. Interested persons are 
invited to submit written data, views and arguments 
concerning the proposed rule change within 30 days of 
publication of the submission in the Federal Register. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSRB-77-14. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to the 
MSRB and, in particular, the requirements of Section 
15B and the rules and regulations thereunder. 


Further, the Commission finds good cause for 
approving the proposed rule change prior to the 
thirtieth day after the date of publication of notice of 
filing thereof. The Commission finds that deferral of 
the effective date of these subparagraphs will permit 
the MSRB to implement in a timely and appropriate 
manner the amendments to these subparagraphs and 
other related amendments to the Board’s record- 
keeping and record-retention requirements (SR-MSRB- 
77-5). 


IT IS THEREFORE ORDERED, pursuant to Section 
19(0)(2) of the Act, that the proposed rule change 
referenced above be, and it hereby is, approved. 





"The Commission approved the proposed changes to 
these subparagraphs and subparagraphs (a)(vi) and 
(vii) and Rule G-9(b) (viii) (E) in Securities Exchange 
Act Release No. 14053 (October 14, 1977). 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14053/October 14, 1977 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
Suite 507 

1150 Connecticut Ave. N.W. 

Washington, D.C. 20036 


(SR-MSRB-77-5) 
ORDER APPROVING PROPOSED RULE CHANGE 


On June 7, 1977, the Municipal Securities Rulemaking 
Board (the “Board”) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the “Act”) and Rule 19b-4 thereunder, a 
proposed rule change to the Board’s Rule G-8(a)(vi), 
(vii), (xi) (G) and (K), and Rule G-9(b) (viii)(E). The 
proposed change clarifies the nature of authorization 
and notice required with respect to the pledging of 
customer securities in conformity with Commission 
Rule 8c-1 (17 CFR 240.8c-1) and Rule 15c2-1 (17 CFR 
240.15c2-1) under the Act. It also alters the required 
record of authorization to effect transactions in 
customer accounts pursuant to a power of attorney and 
in joint, corporate or partnership accounts. 


Notice of this proposed rule change, together with its 
terms of substance, was given in Securities Exchange 
Act Release No. 13732 (July 8, 1977), 42 FR 36577 (July 
15, 1977). The Board filed one substantive amendment 
to the proposed rule change, and notice of the change, 
together with its terms of substance, was given in 
Securities Exchange Act Release No. 13980 
(September 19, 1977), 42 FR 49854 (September 28, 
1977). No comments have been received. 


The text of the proposed rule change is as follows. 


Rule G-8. Books and Records to be Made by Municipal 
Securities Brokers and Municipal Securities Dealers. 


(a) Description of Books and Records Required to be 
Made. Except as otherwise specifically indicated in 
this rule, every municipal securities broker and 
municipal securities dealer shall make and keep 
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current the following books and records, to the extent 
applicable to the business of such municipal securities 
broker or municipal securities dealer: 


(i) through (v) No change. 
(vi) Record for Agency Transactions. 


A memorandum of each agency order and any 
instructions given or received for the purchase or sale 
of municipal securities pursuant to such order, 
showing the terms and conditions of the order, 
and instructions, and any modification thereof, the 
account for which entered, the date and time of receipt 
of the order by such municipal securities broker or 
municipal securities dealer, the price at which 
executed, the date of execution and, to the extent 
feasible, the time of execution and, if such order is 
entered pursuant to a power of attorney or on behalf of 
a joint account, corporation or partnership, the name 
and address (if other than that of the account) of the 
person who entered the order. If any agency order is 
cancelled by a customer, such records shall also show 
the terms, conditions and date of cancellation, and, to 
the extent feasible, the time of cancellation. Orders 
entered pursuant to the exercise of discretionary power 
by such municipal securities broker or municipal 
securities dealer shall be designated as such. For 
purposes of this subparagraph, the term “agency 
order” shall mean an order given to a municipal 
securities broker or municipal securities dealer to buy a 
specific security from another person or to sell a 
specific security to another person, in either case 
without such municipal securities broker or municipal 
securities dealer acquiring ownership of the security. 
Customer inquiries of a general nature concerning the 
availability of securities for purchase or opportunities 
for sale shall not be considered to be orders. For 
purposes of this subparagraph and subparagraph (vii) 
below, the term “memorandum” shall mean a trading 
ticket or other similar record. For purposes of this 
subparagraph, the term “instructions” shall mean 
instructions transmitted within an office with respect 
to the execution of an agency order, including, but not 
limited to, instructions transmitted from a sales desk 
to a trading desk. 


(vii) Records for Transactions as Principal. A 
memorandum of each transaction in municipal 
securities (whether purchase or sale) for the account of 
such municipal securities broker or municipal 
securities dealer, showing the price and date of 
execution and, to the extent feasible, the time of 
execution; and in the event such purchase or sale is 
with a customer, a record of the customer’s order, 
showing the date and time of receipt, the terms and 
conditions of the order, and the name or other 
designation of the account in which it was entered and, 
if such order is entered pursuant to a power of attorney 
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or on behalf of a joint account, corporation, or 
partnership, the name and address (if other than that of 
the account) of the person who entered the order. 


(viii) through (x) No change. 


(xi) Customer Account Information. A record for each 
customer, other than an institutional account, setting 
forth the following information to the extent applicable 
to such customer: 


(A) through (F) No change. 


(G) signature of municipal securities representative or 
general securities representative introducing the 
account and signature of a municipal securities 
principal or general securities principal indicating 
acceptance of the account; 


(H) with respect to discretionary accounts, customer’s 
written authorization to exercise discretionary power or 
authority with respect to the account, written approval 
of municipal securities principal who supervises the 
account, and written approval of municipal securities 
principal with respect to each transaction in the 
account, indicating the time and date of approval; 


(1) whether customer is employed by another broker, 
dealer or municipal securities dealer; and 


(J) in connection with the hypothecation of the 
customer’s securities, the written authorization of, or 
the notice provided to, the customer in accordance 
with Commission rules 8c-1 and 15c2-1. 


For purposes of this subparagraph, the terms “general 
securities representative” and ‘‘general securities 
principal” shall mean such persons as so defined by 
the rules of a national securities exchange or registered 
securities association. For purposes of this 
subparagraph, the term “institutional account” shall 
mean the account of an investment company as 
defined in section 3(a) of the Investment Company Act 
of 1940, a bank, an insurance company, or any other 
institutional type account. Anything in this 
subparagraph to the contrary notwithstanding, every 
municipal securities broker and municipal securities 
dealer shall maintain a record of the information 
required by items (A), (C), (G), (H), and (J) of this 
subparagraph with respect to each customer which is 
an institutional account. 


(xii) No change. 
(b) through (g) No change. 
Rule G-9. Preservation of Records. 


(a) No change. 





























(b) Records to be Preserved for Three Years. Every 
municipal securities broker and municipal securities 
dealer shall preserve the following records for a period 
of not less than three years. 


(i) through (vii) No change. 


(viii) the following records, to the extent made or 
received by such municipal securities broker or 
municipal securities dealer in connection with its 
business as such municipal securities broker or 
municipal securities dealer and not otherwise 
described in this rule: 


(A) through (D) No change. 


(E) all powers of attorney and other evidence of the 
granting of any authority to act on behalf of any 
account, and copies of resolutions empowering an 
agent to act on behalf of a corporation. 


(ix) No change. 


(c) through (g) No change. 


* * * 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to the 
Board and, in particular, the requirements of Section 
15B and the rules and regulations thereunder. 


Pursuant to Section 19(b)(2) of the Act, the 
Commission shall not approve any proposed rule 
change prior to the thirtieth day after the date of 
publication of notice of the filing thereof unless it finds 
good cause for so doing and publishes its reasons for 
so finding. 


Since the changes proposed in Amendment No. 1, 
published in 42 FR 49854 (September 28, 1977), served 
to effect the purposes and policies set forth in the 
initial proposal published in 42 FR 36577 (July 15, 
1977) and since no comments were received in 
response to the initial proposal, in light of the 
importance of establishing appropriate recordkeeping 
standards in this area for municipal securities brokers 
and municipal securities dealers, the Commission 





"While the proposed amendments are inconsistent in 
certain respects with the requirements of Rule 17a-3 
(a)(6), (7) and (9) and 17a-4(b)(6), the Commission 
finds that, based on the nature of transactions in 
municipal securities, these variations are not inap- 
propriate. 


finds good cause for approval of the proposed rule 
change prior to the thirtieth day after publication of 
notice of the amended filing. 


However, the Board has requested that the effective 
date of the amendments be postponed until November 
15, 1977. In order to permit municipal securities 
brokers and municipal securities dealers to become 
familiar with the amended recordkeeping and 
record-retention requirements and to establish a 
reasonable time in which they may implement any 
necessary changes in their recordkeeping systems or 
procedures, these amendments will become effective 
on November 15, 1977.” 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the above-mentioned proposed 
rule change be, and it hereby is, approved and that the 
proposed rule change become effective on November 
15, 1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


October 14, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14054/October 14, 1977 


An order has been issued granting the application of 
the Philadelphia Stock Exchange Incorporated for 
unlisted trading privileges in the common stock, $1.00 
par value, of Levi Strauss and Company. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14055/October 17, 1977 


In the Matter of 
MITCHELL SPEAIRS CO. 


(8-20423) 
MITCHELL SPEAIRS 





*The application of paragraphs (a)(xi)(G) and (K) of 
Rule G-8 has been suspended until November 15, 1977 
(SR-MSRB-77-14) (Securities Exchange Act Release 
No. 14052 (October 14, 1977)). 


SEC DOCKET/365 








Administrative Proceeding File No. 3-5233 


FINDINGS AND ORDER 
SANCTIONS 


IMPOSING REMEDIAL 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934 (Exchange Act), Mitchell Speairs 
Co. and Mitchell Speairs have submitted an Offer of 
Settlement, without admitting or denying the 
allegations contained in the Order for Public 
Proceedings, which the Commission has determined 
to accept. 


On the basis of the Order for Public Proceedings and 
the Offer of Settlement, it is found that Mitchell 
Speairs Co. and Mitchell Speairs wilfully violated 
Section 17(a) of the Exchange Act and Rules 17a-3, 
17a-5, 17a-10 and 17a-11 thereunder, as alleged in the 
Order. 


It is, therefore, in the public interest to impose the 
remedial sanctions specified in the Offer of 
Settlement. 


Accordingly, IT 1S ORDERED that: 


(a) The registration of Mitchell Speairs Co. is revoked 
pursuant to Section 15(b) of the Exchange Act; 


(b) Mitchell Speairs is suspended from being 
associated with other brokers or dealers pursuant to 
Section 15(b) of the Exchange Act for a period of 30 
days; and 


(c) Following the 30-day suspension, Mitchell Speairs 
shall be associated with brokers or dealers only in a 
supervised capacity. 


This Order is to take effect at the opening of business 
on the second Monday after the date of this Order. 


For the Commission, by its secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-14056 


INVESTIGATION OF STANDARDIZED OPTIONS 
TRADING AND REGULATION OF SUCH TRADING; 
PROPOSED RESTRICTION OF FURTHER EXPANSION 
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OF PILOT OPTIONS TRADING PROGRAMS; AND 
COMMISSION DISAPPROVAL PROCEEDINGS 


AGENCY: Securities and Exchange Commission. 


ACTION: Announcement of investigative proceeding 
concerning trading of standardized options and 
regulation of such trading; proposal of temporary rule 
to restrict expansion of options trading; announcement 
of commencement of disapproval proceedings with 
respect to certain proposed rule changes of 
self-regulatory organizations concerning expansion of 
options trading. 


SUMMARY: This release announces commencement of 
an investigative proceeding concerning trading of 
standardized options and regulation of such trading. In 
addition, as a consequence of the nature of the 
questions to be addressed in the investigation, this 
release invites public comment concerning proposed 
Temporary Rule 9b-1(T) (the ‘“‘Rule’’), which, if 
adopted, would prevent any exchange or association 
from expanding any existing program for the trading of 
standardized options or initiating any new program for 
the trading of such options at this time. Finally, this 
release announces commencement of disapproval 
proceedings with respect to various self-regulatory 
organizations’ proposed rule changes which would 
expand existing pilot options trading programs or 
initiate new programs for options trading. 


DATES: Comments by November 30, 1977 


ADDRESSES: All comments should refer to File No. 
$7-722 and should be sent with three copies to George 
A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. All submis- 
sions will be made available for public inspection at the 
Commission’s Public Reference Room, Room 6101, 
1100 L Street, N.W., Washington, D.C. 


FOR FURTHER INFCRMATION CONTACT: 


John E. Larouche, Esq. 

Division of Market Regulation 
Securities and Exchange Commission 
500 North Capital Street 

Washington, D.C. 20549 

(202) 755-7484 


SUPPLEMENTARY INFORMATION: The Commission 
announced today the initiation of an investigation and 
study pursuant to Sections 2, 3, 6, 9, 10, 11A, 15, 15A, 
19(b), 19(c), 19(g), 19(h), 21 and 23 of the Securities 
Exchange Act of 1934 (the “Act”), | to determine what 





"15 U.S.C. §§78b, 78c, 78f, 78i, 78), 78k-1, 780, 780-3, 
78s(b), 78s(c), 78s(g), 78s(h), 78u and 78w. 


























action is necessary to aid in the enforcement of the 
Act,? and whether additional rules thereunder should 
be proposed to protect investors and the public interest 
and to maintain fair and orderly markets in connection 
with the trading of standardized options and 
underlying securities. The investigation and study have 
been initiated because of Commission concern 
regarding: (1) the present ability of the self-regulatory 
organizations’ surveillance systems to detect and 
prevent fraudulent, deceptive, and manipulative 
activity, both in options and in underlying securities, in 
a manner which is consistent with the maintenance of 
fair and orderly markets and the protection of investors 
and that complies with the requirements of the Act; (2) 
the adequacy of existing Commission and self- 
regulatory organization rules to prevent fraudulent, 
deceptive and manipulative acts, practices, devices 
and contrivances in connection with options trading; 
(3) the development of the standardized options 
markets in a manner which is consistent with the 
public interest in perfection of the mechanisms of a 
national market system for securities and prevention of 
securities trading which adversely affects the financing 
of trade, industry and transportation in interstate 
commerce; and (4) the development of appropriate 
standards, formulated with reference to the purposes 
of the Act, by which to measure the appropriateness of 
particular programs which would have the effect of 
expanding or altering existing pilot options trading 
programs. 


The Commission also announced and invited public 
comment on proposed Temporary Rule 9b-1(T) under 
the Act, which, if adopted, would temporarily defer the 
expansion of existing pilot options trading programs 
and the initiation of new programs, pending 
completion of the study and investigation. 


Finally, because of the Commission’s concerns 
regarding the development of existing pilot options 
trading programs, and its present inability to find that 
pending self-regulatory organization rule change 
proposals designed to expand the options trading pilot 
programs are consistent with the requirements of the 
Act and rules thereunder, the Commission announced 
initiation of disapproval proceedings for all such rule 
change proposals. 


BACKGROUND AND PURPOSE 


Section 9(b) of the Act prohibits the trading of options, 
by use of any facility of a national securities exchange, 
“in contravention of such rules and regulations as the 
Commission may prescribe as necessary or 
appropriate in the public interest or for the protection 





245 U.S.C. §78a, et seq. 


of investors.”* This broad, plenary authority with 


respect to options trading was conferred on the 
Commission because of the unique threat which the 
Congress believed options trading posed to the 
integrity of the securities markets. 


In the early 1930’s, a series of Congressional and 
private studies exposed widespread manipulative and 
fraudulent practices in the securities industry involving 
options and the trading of underlying securities’ 
Consequently, the Congress proposed, in the early 
drafts of Section 9(b) of the Act, simply to prohibit’all 
forms of options contracts.” Financial authorities ° and 
securities industry representatives, however, sug- 
gested that, while options had been employed 
conspicuously for manipulative purposes, legitimate 
financial ends might be served by the use of such 

securities. Consequently, the Congress entrusted the 
Commission in Section 9(b) of the Act with discretion 
as to whether, and how, to “experiment” with options 
trading under regulatory circumstances which would 
eliminate the manipulative and fraudulent uses of 
options. ® 


Initiation of standardized options trading. \n light of 
this history, particularly the clear intent of Congress to 
permit options trading, if at all, only under carefully 
controlled circumstances, the Commission has 
proceeded cautiously in permitting exchanges to 





345 U.S.C. §78i (1970). 


“Senate Comm. on Banking and Currency, “Stock 
Exchange Practices,” S. Rep. No. 1455, 73d Cong., 2d 
Sess. (1934) (hereinafter cited as “Pecora Commission 
Report”); Twentieth Century Fund, Inc., The Security 
Markets (1935) (hereinafter cited as “Twentieth 
Century Fund Report”). See Tracy and MacChesney, 
The Securities Exchange Act of 1934, 32 Mich. L. Rev. 
1025 (1934); See also Comment, Market Manipulation 
and The Securities Exchange Act, 46 Yale L. J. 624 
(1937). 


*Subsection 8(a)(9), H.R. 7852 (February 10, 1934). 


° See, e.g., Twentieth Century Fund Report, supra 
note 4 at 251, 447-8. 


7See e.g., Testimony of Richard C. Whitney, Presi- 
dent, New York Stock Exchange, regarding H.R. 7852, 
Hearings on Stock Exchange Practices of the Senate 
Committee on Banking and Currency, 73d Cong., 2d 
Sess. 6632 (1934). 


8H. R. Rep. No. 1383, 73d Cong., 2d Sess. 15 
(1934). 
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initiate pilot programs for the trading of standardized 
options, and has maintained the pilot status of such 
programs because of the Commission’s continuing 
concern that experience might indicate a need to 
eliminate these tentative options trading programs 
altogether. The Commission’s caution in that regard 
has been dictated, in part, by its awareness that 
standardized options trading, absent appropriate 
surveillance safeguards, might re-establish, and 
indeed magnify, dangers to the marketplace which the 
Act was intended to eradicate. 


These same concerns persuaded the Commission, 
prior to authorizing standardized options trading, that 
competent primary regulation by the self-regulatory 
organizations and effective oversight of trading in 
options would be necessary prerequisites, to the 
initiation and continuance of any such trading. In view 





"Experience has strengthened this conviction, par- 
ticularly since options-related manipulations appear 
to be more easily effected today than once was the 
case. 


For example, options-related manipulation of stocks 
in connection with the former non-standardized 
over-the-counter options market was a difficult under- 
taking. Typically, pools of individuals obtained 
options on blocks of stock at bargain prices, then 
artificially inflated the price of the underlying stock 
(over wide price ranges) for weeks or even months, 
and eventually exercised their options and distributed 
the stock so obtained into the market at the inflated 
prices. See, e.g., Twentieth Century Fund Report, 
supra note 4, at 443-508; the Pecora Commission Re- 
port, supra note 4; and Stock Market Contro/ (D. 
Appleton-Century Co., Inc. 1934), at p. 107-26. 


Under current circumstances, however, even minor 
price movements in underlying stocks are generally 
accompanied by continuous price adjustments by 
market makers and other participants in the 
standardized options markets. Experience has shown 
that, as individual near-term series reach the 
“at-the-money” stage, for example, these price adjust- 
ments occur on close to a dollar-for-dollar basis with 
parallel changes in the price of the underlying 
securities. Accordingly, it is possible, in standardized 
options markets, to accrue relatively large manipula- 
tive profits, through the purchase and resale of 
options on an options exchange, by effecting, for a 
relatively short time period, only a small price move- 
ment in the underlying stock. Alternatively, manipula- 
tive operations in the options markets may be 
undertaken with a view to capping or pegging price 
movements in the underlying stock in order to profit 
from related options positions. In contemporary 
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of arguments to the effect that the economic benefits 
of options ownership in connection with ownership of 
underlying securities could outweigh the dangers of 
options trading if the securities markets are adequately 
regulated, but only on the basis of assurances that 
effective regulation would, in fact, be present, the 
Commission authorized establishment of ‘‘pilot”’ 
programs for the trading of standardized options on 
national securities exchanges in 1973." 


In particular, on February 1, 1973, the Commission 
granted the application of the Chicago Board Options 
Exchange, Incorporated (the “CBOE”) to register as a 
national securities exchange pursuant to former 
Section 6 of the Act,"'in order to permit it to “test the 
market” for the trading of standardized call options 
“within a controlled environment.” “ The Commission 
specifically noted in its approval order that it intended 
“to maintain a close surveillance over the progress of 
the CBOE’s ‘pilot project”’ and “to maintain flexibility 
in regulating this new type of exchange market.” '? In 
adopting former Rule 9b-1 on December 13, 1973,'* the 
Commission reiterated the particular need for close 
surveillance of pilot options programs which “may 
involve complex problems and special risks to 





options markets, it appears also that manipulative 
activity can occur faster, with greater frequency, and 
with a relatively smaller commitment of capital and 
personnel to the manipulative purpose than was 
formerly possible with non-standardized over-the- 
counter options. 


'° Securities exchange Act 
(December 13, 1973). 


Release No. 10552 


45 U.S.C. §78f (1970). 


? Securities Exchange Act Release No. 9985 (Feb. 1, 
1973). 


13 


Id. 


"17 CFR §240.9b-1 (1974). That rule prohibited 
transactions on exchanges in puts, calls, straddles 
and other options or privileges of buying or selling a 
security except in accordance with plans established 
by the exchanges that the Commission declared effec- 
tive as being necessary or appropriate in the public 
interest or for the protection of investors. Rule 9b-1 
was rescinded by the Commission upon the adoption 
of Rule 19b-4 under the Act, 17 CFR §240.19b-4. 
Securities Exchange Act Release No. 11604 (Aug. 19, 
1975), 40 FR 40512 (1975). 























investors and to the integrity of the marketplace.”'® 
With that in mind, it further stated its intention to use 
its broad rulemaking powers under Sections 9 and 23 of 
the Act to provide itself with substantial flexibility in 
carrying out its regulatory responsibilities with respect 
to options trading on exchanges. 


Since 1973, the Commission has approved pilot 
options trading programs proposed by the American 
Stock Exchange, Inc. (the “Amex”),'® the Philadelphia 
Stock Exchange, Inc. (the “Phix”),'’ the Pacific Stock 
Exchange Incorporated (the “pge"),'° and the Midwest 
Stock Exchange, Incorporated (the “MSE”).'° In 
approving each of those options programs, the 
Commission emphasized, as it had in the case of the 
CBOE, that options trading was being permitted only 
on an experimental basis and that ongoing surveillance 
of the exchanges’ programs might result in significant 
alterations in their options-related activities. 


From 1973 to date, the Commission has approved 
proposals by each options exchange to expand its 
respective pilot program to some extent. Approxi- 
mately six months ago, the Commission authorized a 
further expansion of each pilot options program by 
permitting the limited trading of put options on an 
experimental basis.’° Again, the Commission 
emphasized the pilot nature of these programs and that 
close surveillance of options trading programs both by 
the self-regulatory organizations and by the 
Commission would be needed. 











‘SSecurities Exchange Act Release No. 10552 (Dec. 
13, 1973). In the same release, the Commission 
approved the CBOE’s plan to trade standardized op- 
tions on a pilot basis pursuant to former rule 9b-1. 


‘Securities Exchange Act Release No. 11144 (Dec. 
19, 1974). 


"’Securities Exchange Act Release No. 11423 (May 15, 
1975). 


"8Securities Exchange Act Release No. 12283 (Mar. 
30, 1976), 41 FR 14454 (1976). 


"Securities Exchange Act Release No. 13045 (Dec. 8, 
1976), 41 FR 54783 (1976). 


*° Securities Exchange Act Release No. 13401 (Mar. 
23, 1977), 42 FR 17547 (1977). In that connection, 
each options exchange was permitted to initiate trad- 
ing in no more than five put options classes. 


Currently, there are pending before the Commission a 
number of self-regulatory organization rule proposals 
that would permit further expansions of existing pilot 
options trading programs and, in two instances, rule 
proposals by other self-regulatory organizations to 
initiate new pilot options programs.”' The proposals 
include, among other things, plans to multiply existing 
expiration cycles and strike price intervals for the 
trading of standardized options. In addition, some 
existing options trading programs have not, thus far, 
listed the maximum number of classes which have 
been authorized for trading by the Commission. 


The Commission believes that the proposed 
expansions of existing pilot options trading programs 
raise significant issues concerning whether such 
expansions would be consistent with the Commis- 
sion’s and the self-regulatory organizations’ responsi- 
bilities to assure the maintenance of fair and orderly 
markets; and to prevent fraudulent, deceptive and 
manipulative acts, practices, devices and contrivances 
in the securities markets. The Commission is also 
concerned that, more broadly, experience with existing 
pilot options trading programs has not yielded answers 
to certain general questions bearing upon the future of 
standardized options trading. These questions include: 
(i) how to develop standards by which to gauge, on 
case-by case basis, the appropriateness of particular 
self-regulatory organization proposals to expand 
options trading; (ii) whether standardized options 
trading represents a threat to the integrity of the 
capital-raising functions of the securities markets; and 
(iii) how such trading can or should be comprehended 
within the national market system for securities 
contemplated by the Act. 


The Commission intends to investigate, and wishes to 
receive comment on, the foregoing questions in the 
context of experience by self-regulatory organizations, 





2IFile Nos. SR-Amex-76-12; SR-Amex-76-28; SR- 
Amex-77-8; SR-Amex-77-9; SR-CBOE-76-16; SR- 
CBOE-76-27; SR-CBOE-77-5; SR-CBOE-77-14; SR- 
CBOE-77-15; SR-CBOE-77-16; SR-MSE-77-2; SR-MSE- 
77-4; SR-MSE-77-6; SR-MSE-77-28; SR-NASD-77-2; 
SR-NYSE-77-17; SR-NYSE-77-21; SR-Phix-76-18; SR- 
Phix-77-5; SR-PhlIx-77-6; SR-PSE-76-17; SR-PSE-76- 
40; SR-PSE-77-9; SR-PSE-77-13; SR-PSE-77-15; and 
SR-PSE-77-17. 

2 The problem of articulating standards for 
expansion proposals arises, for example, in connec- 
tion with rule changes which would alter currently 
employed strike price intervals or trading cycles for 
the various authorized classes of options because, at 
least theoretically, there is no limit on the extent to 
which such expansion could occur. 
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brokers, dealers, and public investors with existing 
pilot options trading programs. While some of the 
foregoing questions may not be amenable to definitive 
resolution, others (particularly those concerning the 
existing capabilities of self-regulatory organizations to 
comply with the Act’s requirements in connection with 
pilot options trading programs and the adequacy of 
existing regulation of options trading) must be 
resolved, in the Commission’s view, because of recent 
problems in those areas, before further expansion of 
pilot options trading programs can be determined to be 
consistent with the requirements of the Act. The 
Commission, however, does not wish commencement 
of this investigation, or the concerns expressed herein, 
to be interpreted as a determination that current 
options trading is inherently improper or incapable of 
appropriate regulation or is inconsistent with the 
maintenance of fair and orderly markets and the 
protection of investors. 


Recent problems. During the nearly four years since 
the initiation of standardized options trading, the 
volume of such trading has grown beyond _ initial 
: 22 = ‘ : 
expectations. “ Accompanying that burgeoning trading 
activity have been instances of alleged and admitted 
violations of the federal securities laws and exchange 
and Commission rules. Viewed in isolation, those 
particular instances did not, at first, appear to be 
unusual in nature or severity. In part, the Commission 
was persuaded initially by the options exchanges that, 
as they gained experience in regulating options 
trading, their systems for surveillance and enforcement 
would be revised as necessary to detect and prevent 
such violations. 


On the basis of the Commission’s experience over 
recent months, however, the Commission has serious 
questions as to whether existing self-regulatory 
programs are adequate to insure the maintenance of 





2The significant increase in options trading is re- 
flected by the yearly options contract volume 
statistics for all options exchanges from 1973 through 
August 1977: 


1973 1974 1975 1976 
1,119,177 5,682,907 18,102,569 32,373,927 


1977 (Jan. - Aug.) 
25,732,585 


See Securities and Exchange Commission Statistical 
Bulletin, Volume 35, No. 5—Volume 36, No. 8 (May 
1976 - August 1977), reported monthly on table M-10 
(A-10 until Volume 36, No. 3 (Mar. 19, 1977)), Value 
and Volume on U.S. Exchanges. 
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fair and orderly markets and the protection of 
investors. In addition, the Commission is particularly 
concerned that the regulatory and surveillance 
capabilities of the existing self-regulatory programs 
would be unacceptably strained if the options pilot 
programs were to be allowed, at this time, to expand. 
In the Commission’s view, all available resources, both 
those of the self-regulators and those of the 
Commission, should be directed for the present at 
determining the nature and extent of the current 
regulatory deficiencies in the pilot options programs 
and at finding solutions to such deficiencies. Some of 
the events which have led the Commission to this 
conclusion are summarized below. 


In early 1976, the Commission learned of widespread 
fictitious trading by option specialists on an exchange 
which had occurred over a period of several months. 
The exchange took disciplinary action against those 
involved, but the Commission judged those sanctions 
to be inadequate and instituted its own actions in 1977, 
resulting in the imposition of additional sanctions. 


Also, this year the Commission becames aware of 
patterns of trading on options exchanges which 
suggested that floor members of those exchanges were 
increasing substantially their proprietary trading in 
certain dually traded options solely for the purpose of 
attracting order flow from major brokerage firms doing 
business with the public. In that regard, the 
Commission issued a general warning that the use of 
exchange facilities for that purpose may operate as a 
fraud upon public customers as well as upon other 
markets. 74 


Further, the Commission has also learned of, and is 
investigating, other situations indicating the occur- 
rence of other abusive practices in the trading of 
options, including: (1) prearranged trades on the floor 
of an options exchange, for tax or other purposes, 
which result in the reporting of trades on the 
transaction tape although the parties have agreed that, 
after the tax year, the transactions will be reversed; (2) 
options transactions which amount to wash sales, 
matched orders, or other forms of prearranged trades 
entered into in order to, among other things, give the 
appearance of increased trading volume; (3) 
manipulation of the price of an underlying security for 
the purpose of pegging or depressing the value of its 
related option and preventing exercise; and, (4) options 





*3See Securities Exchange Act Release No. 13453 
(April 9, 1977), Securities Exchange Act Release No. 
13797 (July 22, 1977), and Securities Exchange Act 
Release No. 13798 (July 22, 1977). 


*4Securities Exchange Act Release No. 13433 (April 5, 
1977). 




















transactions made on the basis of undisclosed market 
information that a block of the underlying stock has 
been or is about to be traded. The Commission has 
also become aware of conduct by broker-dealers in the 
selling of standardized options which indicates 
transmittal of deceptive sales literature, churning of 
customers’ options accounts, effecting of options 
transactions unsuited to customers’ financial means 
and investment objectives, and extensions of credit to 
customers in violation of applicable federal 
regulations. 


The facts uncovered by these ongoing investigations 
appear to indicate that the options exchanges may not 
have fulfilled their obligations in certain areas to 
maintain fair and orderly markets and to enforce 
compliance with the Act, the rules thereunder, and 
exchange rules. 


During April of this year, the Commission’s staff 
conducted a series of inspections of all of the existing 
options trading programs.° Those inspections were 
focused largely on the market surveillance and floor 
regulation capabilities of the individual options 
exchanges, and a variety of problems were identified. 
For example, the Commission’s staff found that it is 
possible for options market makers and member firms 
to effect, for themselves or on behalf of their 
customers, “transactions” in listed options through 
clearing firm members, away from the options floor, 
and entirely outside of most existing market 
surveillance programs. Such transactions are possible 
because clearing firm members are able to “adjust” 
options positions directly with the Options Clearing 
Corporation after individual trades have cleared an 
exchange’s market surveillance system. Under those 
circumstances, substantial violations of both 
exchange rules and the Act could be occurring without 
the knowledge and effective surveillance of either the 
Commission or the various self-regulatory organiza- 
tions. Perhaps more importantly, it has become 
apparent that some surveillance procedures previously 
instituted by self-regulatory organizations to cure 





25On April 4 and 5, 1977, the staff. conducted an 
inspection of the CBOE in Chicago, Illinois. On April 
6, 1977 the staff conducted an inspection of the 
options trading program of the Midwest Stock 
Exchange, Incorporated in Chicago, Illinois. On April 
7, 1977, the staff conducted an inspection of the op- 
tions trading program of the Pacific Stock Exchange 
Incorporated in San Francisco, California. On April 11, 
1977, the staff conducted an inspection of the options 
trading program of the Philadelphia Stock Exchange, 
Inc., in Philadelphia, Pennsylvania. On April 12 and 
13, 1977, the staff conducted an inspection of the 
options trading program of the American Stock Ex- 
change, Inc., in New York City. 


specific regulatory problems can no longer be 
considered effective, because of the exchanges’ inabil- 
ity to relate position adjustments to particular 
transactions. The Commission’s concern in this area is 
heightened by the fact that during a sample one-week 
period in April of this year, these so-called “adjusted 
trades” accounted for between 11.3% and 30.1% of all 
cleared options trading volume throughout the nation; 
and moreover, the self-regulatory organizations have 
not yet taken any effective action to resolve this 
problem. 


A variety of other situations have been uncovered on 
various exchanges. On one major options exchange, 
the Commission’s staff has found that no adequate 
Surveillance program capable of identifying the 
members effecting particular options transactions 
exists, despite several earlier representations to the 
Commission by that exchange that such a program 
would quickly be instituted. On some exchanges, 
apparent misuse of market maker exceptions from the 
credit limits under Regulation T?®were uncovered. On 
at least one exchange the staff has also uncovered 
disturbing discrepancies between reported and cleared 
trading volume. 


The Act requires that exchanges have adequate 
programs to provide for the maintenance of fair and 
orderly markets. Unless certain market surveillance 
and regulatory capabilities in the options markets are 
improved, however, it does not appear that the 
Commission will be able to insure that, in these 
markets, the federal securities laws and self-regulatory 
organization rules are adequately being enforced or 
that the public interest and investors are being 
protected. 


The July request. On the basis of the results of the 
recent inspections and the facts uncovered by the 
ongoing investigations, and in view of numerous 
pending proposals to expand or initiate trading of 
standardized options, the Commission determined on 
July 18, 1977,7©to begin a comprehensive review of 
standardized options generally and also of the 
operation of each existing pilot options program. At 
the same time, the Commission requested each 
options exchange to refrain from initiating trading in 
any class of options not listed for trading on that 





7°19 C.F.R. §§220.1-220.8. 


* Securities Exchange Act Release No. 13760 (July 
18, 1977), 42 FR 38035 (1977). 
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exchange on July 15, 1977.2” The Commission further 
indicated that, pending its review of options trading 
and the regulation thereof, proposed rule changes 
designed to initiate new programs for the trading of 
options or to expand existing ones would be 
inconsistent with its general review, and should be 
deferred. That action was taken so that the 
Commission could, among other things, more accu- 
rately, and in a more orderly fashion, assess the 
sufficiency of the regulatory programs of the options 
exchanges and of other self-regulatory organizations 
for maintaining fair and orderly markets in options and 
in the securities underlying those options. The 
Commission stated that its review would reconsider, 
among other things, (i) the implications and effects of 
such trading, (ii) whether self-regulatory and 
Commission oversight programs with respect to those 
matters have adequately kept pace with the dramatic 
expansion of standardized options trading, and (iii) 
whether such programs are adequate for the prevention 
of fraudulent and manipulative acts and practices and 
for the maintenance of fair and orderly markets and the 
protection of investors. 


Since making the July 18, 1977 request, the 
Commission has received further information from its 
staff as a result of the ongoing investigations in 
connection with its announced general review of 
options trading. That information has tended to 
confirm the Commission’s earlier impression concern- 
ing the capacity of the options markets to insure that 
expanded options trading would be adequately 
surveilled and regulated by the exchanges. The 
Commission has learned, among other things, that (1) 
the use of joint accounts by options market makers and 
others may escape adequate monitoring by present 
exchange surveillance systems, (2) member firms may 
be abusing the privilege of delivering exercise 





?7Pursuant to Rule 19b-4 under the Act (17 CFR § 
240.19b-4), the Commission, at various times, has 
authorized a certain maximum number of options 
classes which may be traded on each options ex- 
change respectively. See Securities Exchange Act 
Release No. 13104 (Dec 27, 1976). 42 FR 88 (1976), 
(SR-Amex-76-12); Securities Exchange Act Release 
No. 12976 (Nov. 22, 1976), 41 FR 51486 (1976), (SR- 
MSE-76-14); Securities Exchange Act Release No. 
12834 (Sept. 27, 1976), 41 FR 44242 (1976), (SR-PSE- 
76-21); Securities Exchange Act Release No. 12232 
(Mar. 18, 1976), 41 FR 12370, 12371 (1976), 
(SR-CBOE-75-4); Securities Exchange Act Release 
No. 12043 (Jan. 23, 1977), 41 FR 4376, 4377 (1976), 
(SR-PBW-75-6). As of July 15, 1977, some of the 
options exchanges had not listed for trading the 
maximum number of options classes authorized for 
those exchanges. 
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instructions to The Options Clearing Corporation for 
expiring options series after the final opportunity for 
public customers to do the same, and (3) the 
occurrence of questionable options selling practices 
may be more serious than the Commission had earlier 
anticipated. This information, along with the 
information previously compiled, leads the Commis- 
sion to believe that perhaps: (1) manipulative and 
deceptive practices in the trading and selling of 
standardized options may be occurring to a greater 
degree than the Commission had perceived before July 
18, 1977; and (2) lapses in surveillance and other 
regulatory programs by options exchanges to detect 
and deter such practices are more serious than the 
Commission had earlier perceived. 


COMMENCEMENT OF INVESTIGATION 


In view of the foregoing, the Commission has decided 
to commence a formal investigation and study of the 
problems described above with a view to determining 
whether standardized options trading is occurring in a 
manner and in an environment which is consistent with 
fair and orderly markets, the public interest, the 
protection of investors, and other objectives of the Act, 
as indicated above”® Specifically, the Commission be- 
lieves it must attempt to resolve, among other issues, 
questions regarding the adequacy of current 
self-regulatory: programs, including: 


(1) the ability of self-regulatory organizations to detect 
price manipulations of options and their underlying 
securities; 


(2) the ability of self-regulatory organizations to 
reconstruct, quickly and accurately, for each side of 
each transaction ocurring either in an option or in its 
underlying security, information identifying ail parties 
to the trade, the terms of the trade, the time of 
execution, and the clearing agencies involved, together 
with any later adjustments to positions in options 
accounts maintained at The Options Clearing 
Corporation, indexed by the particular trades to which 
such adjustments apply; 


(3) the ability of self-regulatory organizations to 
resolve discrepancies between reported and cleared 
volume for each option series; 


(4) the ability of self-regulatory organizations to 
prevent errors and abuses in the extension of credit to 





28 * : 
See discussion supra. 

















option market makers pursuant to Regulation T of the 
Federal Reserve Board; 


(5) the ability of self-regulatory organizations to 
prevent and detect, at the commencement of trading on 
two or more options exchanges of the same class of 
options, trading volume which is created by floor 
members for the purpose of inducing the purchase or 
sale of such securities by others; 


(6) the ability of self-regulatory organizations to en- 
force compliance by brokers and dealers with appro- 
priate selling practices regarding standardized 
options; 


(7) the ability of self-regulatory organizations to 
detect and prevent the misuse of market information 
in the trading of options, particularly in connection 
with the imminent or unreported execution of orders 
in underlying securities; and 


(8) the ability of self-regulatory organizations 
generally to regulate abuses in the options markets in 
such a manner that the benefits of standardized 
options trading will outweigh the social and economic 
costs incurred by those organizations, investors, the 
options exchanges, and federal regulatory authorities 
in connection with dealings in such options and in the 
regulation of possible abusive practices. 


To that end, the Commission has today ordered, 
pursuant to Section 21(a), and other sections, of the 
Act, that an investigation and study be conducted by 
its staff with a view to ascertaining what, if any, 
additional action is necessary and proper to aid in the 
enforcement of the provisions of the Act and the rules 
thereunder to protect investors and to insure fair 
dealing in the trading of standardized options and 
their underlying securities.°° This investigation and 
study will formalize the Commission’s general review 
of all aspects of current standardized options trading 
and may include public hearings. 


PROPOSED TEMPORARY RULE 9b-1[T] 


In view of the commencement of a formal investiga- 
tion and study of the questions presented above, and 
the Commission’s present inability to make findings 
under the Act necessary to approve self-regulatory 








?°12 C.F.R. §§220.1-220.8. 


*°Commission order, In the Matter of TEMPORARY 
RESTRICTION ON THE EXPANSION OF EXISTING OR 
THE INITIATION OF NEW PILOT PROGRAMS TO 
TRADE STANDARDIZED OPTIONS. 


organization rule proposals contemplating expansion 
of existing pilot options trading programs or the 
initiation of new programs, the Commission has 
determined to propose a temporary rule under the Act 
deferring initiating of any new options trading 
programs or expansion of any existing ones until a 
thorough review of the status of the current options 
markets can be made. The temporary rule, as 
proposed, would also defer the trading of any class of 
options not listed for trading on that exchange as of 
the effective date of the rule.*' 


The Commission is preparing to take that action so 
that it may accomplish whatever steps are necessary 
or appropriate to insure the existence of adequate 
regulatory safeguards before any new or expanded 
options trading is permitted. Any further expansion 
at this time, either by an exchange’s listing of addi- 
tional classes of options, or by approval of a proposed 
rule change to initiate or expand options trading, in 
the Commission’s view, would appear to be incon- 
sistent with the necessity for determining by an 
orderly process whether such expansion could pose 
serious risk of harm to investors and to the securities 
marketplaces. 


In this context, the Commission wishes to emphasize 
that proposed Temporary Rule 9b-1(T) is intended to 
preserve the status quo pending the Commission’s 
consideration of the important issues articulated 
above. It is the Commission’s intention to complete 
its investigation and study as expeditiously as 
possible. To that end, and to facilitate prompt 
completion of the Commission’s investigation and 
study, the Commission will require, and anticipates 
receiving, the cooperation of the affected self-regula- 
tory organizations. 


COMMENCEMENT OF DISAPPROVAL 
PROCEEDINGS 


Finally, as a consequence of the foregoing con- 
siderations, the Commission has, this day, 
determined to initiate disapproval proceedings with 
respect to proposed rule changes by self-regulatory 
organizations filed pursuant to Section 19(b) of the 
Act which, if implemented, would expand options 
trading.*? This action has been taken because the 
Commission believes that it does not have at this 
time an adequate basis under the Act to approve any 
rule change to expand options trading. 





*"See generally note 27 supra. 


3?See Securities Exchange Release No. 14057 
(October 17, 1977). 
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The Securities and Exchange Commission, acting 
pursuant to the Act, and particularly Sections 2, 3, 6, 
9, 10, 11A, 15, 15A, 19(b), 19(c), 19(g), 19(h), 21 and 
23 thereof (15 U.S.C. §§78b, 78c, 78f, 78i, 78j, 78k-i, 
780, 780-3, 78s(b), 78s(c), 78s(g), 78s(h), 78u, and 
78w), hereby proposes Section 240.9b-1(T) of Title 17 
of the Code of Federal Regulations, to be effective, if 
adopted, as of October 17, 1977. 


Proposed Temporary Rule 9b-1(T) simultaneously re- 
stricts the expansion of all existing options pilot 
programs, and temporarily defers the institution of 
new programs. It presently appears to the 
Commission that to the extent any burdens on 
competition are engendered by proposed Temporary 
Rule 9b-1(T), they are necessary and appropriate to 
insure investor protection and to protect the public 
interest, in furtherance of the purposes of the Act. 


The text of proposed Temporary Rule 9b-1(T) is as 
follows: 


§240.9b-1(T) Temporary Restriction on Further Ex- 
pansion of Pilot Options Programs. 


(a) As used in this rule, the term “class of options” 
means all options of the same type (i.e., put or call) 
covering the same underlying security, and the term 
“series of options” means all options of the same 
class having the same expiration date and exercise 
price. 


(b) After the third business day following the 
adoption of this rule, it shall be unlawful for any 
national securities exchange or registered securities 
asociation to permit trading in or quotation of any 
class of options which was not listed for trading or 
quotation through the facilities of such exchange, 
association, or affiliate thereof on October 17, 1977. 


(c) It shall be unlawful for any national securities 
exchange, registered securities association, or 
registered clearing agency, by the adoption of any rule 
or by any other means, to permit expansion of 
existing programs for the trading of standardized 
options, to alter such programs in any material 
respect not expressly approved by order of the 
Commission, or to permit the initiation of any new 
programs designed to expand the trading of options; 
provided that (1) an increase in the number of 
outstanding options contracts of any series, or (2) the 
introduction of any new series of options in a class of 
options already listed for trading on October 17, 1977, 
under the terms and conditions governing the intro- 
duction of such series in effect on such exchange 
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prior to October 17, 1977, shall not be deemed to be 
an expansion of an existing program. 


* * * * * * 


REQUEST FOR PUBLIC COMMENT 


With regard to the formal investigation and study 
initiated today, the Commission, as an initial matter, 
hereby solicits public comment on the issues 
described above including, particularly: identification 
of and views as to particular practices and conditions 
in the exchange options markets and in the markets 
for securities underlying such options which may be 
injurious to investors; practices and conditions 
similar or related to those discussed above which may 
bear on the adequacy of present regulatory safe- 
guards; the adequacy of exchange regulation of the 
existing pilot options programs to insure investor 
protection and the maintenance of fair and orderly 
markets; and the need for additional rulemaking with 
respect to the operation of the pilot options programs. 


With regard to proposed Rule Q9b-1(T), the 
Commission is particularly interested in receiving 
public comment as to: the effective date and possible 
duration of the temporary rule; the competitive impact 
of the temporary rule, if adopted; and the need to 
provide for exemptive relief from the rule, if adopted, 
specifying standards upon which, by reference to the 
Act’s purposes, relief should be granted. 


Separate comment is being solicited in connection 
with the disapproval proceedings described above. 


All interested persons are invited to submit written 
data, views, and arguments on the foregoing issues 
on or before November 30, 1977. Written statements 
should be submitted in triplicate and addressed to 
George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. S7-722. All such communications will be 
available for public inspection. 


George A. Fitzsimmons 
Secretary 


October 17, 1977 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14057/October 17, 1977 


In the Matter of 


AMERICAN STOCK EXCHANGE, INC. 
86 Trinity Place 
New York, New York 10006 


CHICAGO BOARD OPTIONS EXCHANGE, INC. 
LaSalle at Jackson 
Chicago, Illinois 60604 


MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Illinois 60603 


NATIONAL ASSOCIATION OF SECURITIES 
DEALERS, INC. 

1735 K Street, N.W. 

Washington, D.C. 20006 


NEW YORK STOCK EXCHANGE, INC. 
11 Wall Street 
New York, New York 10005 


PACIFIC STOCK EXCHANGE INCORPORATED 
301 Pine Street 
San Francisco, California 94104 


PHILADELPHIA STOCK EXCHANGE, INC. 
17th Street & Stock Exchange Place 
Philadelphia, Pennsylvania 19103 


File Nos. SR-Amex-76-12 SR-MSE-77-28 


SR-Amex-76-28 
SR-Amex-77-8 
SR-Amex-77-9 
SR-CBOE-76-16 


SR-NASD-77-2 

SR-NYSE-77-17 
SR-NYSE-77-21 
SR-PHLX-76-18 





SR-CBOE-76-27 SR-PHLX-77-5 
SR-CBOE-77-5 SR-PHLX-77-6 
SR-CBOE-77-14 SR-PSE-76-17 
SR-CBOE-77-15 SR-PSE-76-40 
SR-CBOE-77-16 SR-PSE-77-9 

SR-MSE-77-2 SR-PSE-77-13 
SR-MSE-77-4 SR-PSE-77-15 
SR-MSE-77-6 SR-PSE-77-17 


ORDER INSTITUTING CONSOLIDATED PROCEED- 
INGS TO DETERMINE WHETHER THE FOREGOING 
PROPOSED RULE CHANGES SHOULD BE DISAP- 
PROVED 


The self-regulatory organizations listed above have 
each filed with the Commission, pursuant to Section 
19(b)(1) of the Securities Exchange Act of 1934 (the 
“Act”), 15 U.S.C. 78(s)(b)(1), and Rule 19b-4 


thereunder, 17 CFR 240.19b-4, rule or rule change 
proposals which would expand existing programs for 
trading standardized options or initiate new programs 
for such trading (the “Expansion Proposals”). Notice 
of each proposal, together with the respective terms 
of substance thereof, was given by the publication of 
a Commission release and by publication in the Fed- 
eral Register as follows: 


To expand the number of call option classes 
which may be listed on the American Stock 
Exchange, Inc. (“Amex”) from 80 to 100 
classes, SR-Amex-76-12, Securities Ex- 
change Act (“SEA”) Release No. 12334; April 
12, 1976, 41 FR 16523, April 19, 1976; 


To permit the trading on Amex of options on 
underlying securities that are soley traded in 
the over-the-counter market, SR-Amex-76-28, 
SEA Release No. 13095, December 22, 1976, 
42 FR 2146, January 10, 1976; 


To permit trading on Amex of options on 
Government guaranteed debt securities, SR- 
Amex-77-8, SEA Release No. 13559, June 20, 
1977, 42 FR 2734, May 27, 1977; 


To permit the Amex to institute strike price 
intervals of 5 points for option series on 
underlying stocks priced up to $100, and 10 
point intervals for option series on stocks 
above $100, SR-Amex-77-9, SEA Release No. 
13518, May 6, 1977, 42 FR 24779, May 16, 
1977; 


To permit the trading on the Chicago Board 
Options Exchange, Incorporated (“CBOE”) of 
options on underlying securities that are 
soley traded in the over-the-counter market, 
SR-CBOE-76-16, SEA Release No. 12703, 
August 12, 1976, 41 FR 35884, August 23, 
1976; 


To expand the number of call options classes 
which may be listed on the CBOE from 100 
to 125 classes, SR-CBOE-76-27, SEA Release 
No. 13160, January 13, 1977, 42 FR 3911, 
January 21, 1977. 


To permit the CBOE to institute strike price 
intervals of 5 points for option series on 
underlying stocks priced up to $80, and 10 
point intervals for option series on stocks 
above $80, SR-CBOE-77-5, SEA Release No. 
13429, April 4, 1977, 42 FR 19194, April 12, 
1977; 
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To trade equity securities on the CBOE floor, 
SR-CBOE-77-14, SEA Release No. 13672, 
June 24, 1977, 42 FR 33825, July 1, 1977; 


To permit the trading on CBOE of options on 
Government guaranteed debt securities, 
SR-CBOE-77-15, SEA Release No. 13698, 
June 29, 1977, 42 FR 35236, July 8, 1977; 


To provide increased position limits for 
CBOE member options positions which are 
offset by related positions on the opposite 
side of the market, SR-CBOE-77-16, SEA Re- 
lease No. 13803, July 25, 1977, 42 FR 38949, 
August 1, 1977; 


To permit the Midwest Stock Exchange, 
Incorporated (“MSE”) to institute strike price 
intervals of 2 % points for option series on 
underlying stocks priced up to $25 and 5 
point intervals for option series on stocks 
between $25 and $100, SR-MSE-77-2, SEA 
Release No. 13369, March 14, 1977, 42 FR 
16005, March 24, 1977; 


To permit the trading on MSE of options on 
underlying securities that are solely traded in 
the over-the-counter market, SR-MSE-77-4, 
SEA Release No. 13406, March 25, 1977, 42 
FR 19200, April 12, 1977; 


To expand the number of call option classes 
that may be listed on the MSE from 20 to 40 
classes, SR-MSE-77-6, SEA Release No. 
13431, April 5, 1977, 42 FR 19202, April 12, 
1977; 


To allow MSE option and equity members to 
hold simultaneous market maker appoint- 
ments in both an option and its underlying 
stock, SR-MSE-77-28, SEA Release No. 
13707, June 30, 1977, 42 FR 35718, July 11, 
1977; 


To permit the National Association of 
Securities Dealers, Inc. to display standard- 
ized options quotations on the NASDAQ 
system under a pilot program, SR-NASD-77 
-2, SEA Release No. 13230, February 1, 1977, 
42 FR 8244, February 9, 1977; 


To permit the trading of standardized options 
on the New York Stock Exchange, Inc. 
(“NYSE”) under a pilot program, SR-NYSE- 
77-17, SEA Release No. 13674, June 24, 
1977, 42 FR 33829, July 1, 1977; 


To enable the NYSE to offer for sale options 
market maker annual memberships, SR- 
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NYSE-77-21, SEA Release No. 13882, August 
22, 1977, 42 FR 44052, September 1, 1977; 


To increase the number of call option classes 
which may be listed on the Philadelphia 
Stock Exchange, Inc. (“PHLX”) from 40 to 70 
classes, SR-PHLX-76-18, SEA Release No. 
13071, December 14, 1976, 41 FR 55758, 
December 22, 1976; 


To permit PHLX to institute strike price 
intervals of 5 points for option series on 
underlying stocks priced below $100, and 10 
point intervals for option series on stocks at 
or above $100, SR-PHLX-P77-5, SEA Release 
No. 13517, May 6, 1977, 42 FR 24790, May 
16, 1977; 


To eliminate the requirement that a wall or 
physical barrier separate option and stock 
trading activities on the PHLX, SR-PHLX-77- 
6, SEA Release No. 13689, June 28, 1977, 42 
FR 34561, July 6, 1977; 


To permit the trading on the Pacific Stock 
Exchange Incorporated (“PSE”) of option on 
underlying securities that are solely traded in 
the over-the-counter market, SR-PSE-76-17, 
SEA Release No. 12539, June 11, 1976, 41 
FR 24787, June 18, 1976; 


To expand the number of call option classes 
which may be listed on the PSE from 30 to 50 
classes, SR-PSE-76-40, SEA Release No. 
13161, January 13, 1977, 42 FR 3914, January 
21; 1977; 


To permit the PSE to institute strike price 
intervals of 2 % points for option series on 
underlying stocks priced below $25, 5 point 
intervals for option series on stocks between 
$25 and $80, and 10 point intervals for option 
series on stocks above $80, SR-PSE-77-9, 
SEA Release No. 13485, April 28, 1977, 42 
FR 23901, May 11, 1977; 


To eliminate the requirement that a wall or 
physical barrier separate option and stock 
trading activities on the PSE, SR-PSE-77-13, 
SEA Release No. 13567, May 23, 1977, 42 FR 
28178, June 2, 1977; 


To expand the number of call option classes 
which may be listed on the PSE to 80 
classes, SR-PSE-77-15, SEA Release No. 
13795, July 22, 1977, 42 FR 38952, August 1, 
1977; 


To allow PSE members to hold simultaneous 
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market maker appointments in both an 
option and its underlying stock, SR-PSE-77- 
17, SEA Release No. 13725, July 7, 1977, 42 
FR 37083, July 19, 1977. 


GROUNDS FOR DISAPPROVAL UNDER CONSIDER- 
ATION 


The Expansion Proposals of the respective self-regu- 
latory organizations listed above have one feature in 
common. Each appears to provide for an expansion of 
options trading activities in the trading market for 
which those respective organizations have self-regula- 
tory responsibility, either by providng for the 
expansion of an existing program for the trading of 
standardized options or by initiating a new program 
for the trading of such options. Under Section 
19(b)(2) of the Act, the Commission may approve a 
proposed rule change of a self-regulatory organization 
only if it finds that such proposed rule change is con- 
sistent with the requirements of the Act and 
applicable rules and regulations thereunder; the Com- 
mission is required to disapprove a proposed rule 
change if it does not make that finding. 


The Commission, for reasons set forth in Securities 
Exchange Act Release No. 14056 (October 17, 1977) 
(the “Release”) has determined that it is necessary to 
initiate an investigation and study pursuant to 
Sections 2, 3, 6, 9(b), 10(b), 11A, 15(c), 15A, 19(b), 
19(c), 19(g), 19(h), 21(a) and 23 of the Act to evaluate, 
among other things, (i) whether the several self- 
regulatory organizations’ regulatory and surveillance 
programs are adequate to prevent fraudulent, de- 
ceptive and manipulative acts, practices, devices 
and contrivances, to maintain fair and orderly markets 
in options and in their underlying securities, to 
protect investors and to enforce the Act, rules 
adopted thereunder and the rules of such 
self-regulatory organizations; (ii) whether those 
self-regulatory programs have adequately kept pace 
with the dramatic expansion of standardized options 
trading, or are capable of absorbing the additional 
burdens that might be occasioned by further ex- 
pansion of such trading; (iii) whether there are 
adequate criteria for evaluating, among other things, 
whether particular options expiration cycles, exercise 
price intervals and other standardized terms are 
consistent with the purposes of the Act; and (iv) 
whether the rapid expansion of standardized options 
trading has been, and whether expansions such as 
those contemplated by the Expansion Proposals are, 
consistent with the public interest in ensuring that 
securities trading does not adversely affect the 
financing of trade, industry and transportation in 
interstate Commerce and in perfecting the mech- 
anisms of a national market system for securities. 


The Proposals raise, in an ad hoc, piecemeal fashion, 
concerns that are the subject of the Commission’s 
investigation and study. As an administrative and re- 
gulatory matter, fragmented, case-by-case considera- 
tion of these important issues appears unsound, and 
potentially damaging to investor protection and the 
public interest. In addition, it appears to the Commis- 
sion that, in order to approve any of the Expansion 
Proposals, the Commission would have to answer 
many of the same questions that are the subject of 
the options investigation and study it has authorized 
and announced in the Release. Thus, it appears that, 
until the study and investigation are completed, the 
Commission may not be able to make the required 
findings for approval of the Expansion Proposals. For 
these very reasons, in order to preserve the status quo 
pending a resolution of the Commission’s investiga- 
tion and study, the Commission has today proposed 
for adoption in the Release, Rule 9b-1(T) under the 
Act. That rule would make it unlawful to expand any 
existing program for the trading of standardized 
options, or for any exchange or association to 


initiate any new programs for the trading of such 
options. 


Each of the self-regulatory organizations bears a 
burden under Section 19(b) of the Act to demonstrate 
that each of its proposed rule changes is consistent 
with the requirements of the Act and the rules and 
regulations thereunder. But, in light of the nature and 
complexity of the questions that have been raised, the 
self-regulatory organizations have not yet sustained 
(and may not at this time be able to sustain) their 
statutory burden with respect to the Expansion 
Proposals. Accordingly, for the reasons set forth 
above and in the Release, the Commission has 
determined to give notice at this time that the pending 
Expansion Proposals are the subject of disapproval 
proceedings. In particular, in view of the considera- 
tions described above, the following specific grounds 
for disapproval of the Expansion Proposals are now 
under consideration: 


A. Section 6(b)(1) of the Act requires that a national 
securities exchange be organized and have the 
capacity to be able to carry out the purposes of the 
Act and to comply, and to enforce compliance by its 
members and persons associated with its members, 
with the provisions of the Act, the rules and 
regulations thereunder, and the rules of the exchange. 
Section 15A(b)(2) of the Act imposes similar re- 
quirements upon registered securities associations. 
The Commission is unable to find at this time that 
implementation of the Expansion Proposals, under 
current circimstances, would not result in violations 
of the requirements of Sections 6(b)(1) or 15A(b)(2) of 
the Act by each of the self-regulatory organizations 
listed above. 
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B. Section 6(b)(5) of the Act requires that the rules 
of a national securities exchange be designed to 
prevent fraudulent and manipulative acts and 
practices, to promote just and equitable principles of 
trade, to foster cooperation and coordination with 
persons engaged in regulating, clearing, settling, 
processing information with respect to, and 
facilitating transactions in securities, to remove 
impediments to and perfect the mechanism of a free 
and open market and a national market system, and, 
in general, to protect investors and the public‘interest. 
Section 15A(b)(6) of the Act imposes _ similar 
requirements on registered securities associations. 
The Commission is unable to find at this time that 
implementation of the Expansion Proposals, under 
current circumstances, would not result in violations 
of the requirements of Sections 6(b)(5) or 15A(b)(6) of 
the Act by each of the self-regulatory organizations 
listed above. 


C. Section 6(b)(6) of the Act requires that the rules 
of a national securities exchange provide that its 
members and persons associated with its members 
shall be appropriately disciplined for violation of the 
provisions of the Act, the rules or regulations 
thereunder, or the limitation of activities, functions, 
thereunder, or the rules of the exchange, by expul- 
sion, suspension, limitation of activities, functions, 
and operations, fine, censure, being suspended or 
barred from being associated with a member, or any 
other fitting sanction. Section 15A(b)(7) of the Act 
imposes similar requirements on registered securities 
associations. The Commission is unable to find at 
this time that implementation of the Expansion 
Proposals, under current circumstances, would not 
result in violations of the requirements of Sections 
6(b)(6) or 15A(b)(7) of the Act by each of the 
self-regulatory organizations listed above. 


D. Section 6(b)(8) of the Act requires that the rules 
of a national securities exchange not impose any 
burden on competition not necessary or appropriate in 
furtherance of the Act. Section 15A(b)(9) of the Act 
imposes a similar requirement on registered securities 
associations. The Commission is unable to find at 
this time that implementation of the Expansion 
Proposals, under current circumstances, would not 
result in violations of the requirements of Sections 
6(b)(8) or 15A(b)(9) of the Act by each of the self- 
regulatory organizations listed above. 


The instant consolidated disapproval proceedings are 
not intended to deal comprehensively with every 
potential basis for considering disapproval of the 
various Expansion Proposals; rather, the Commission 
is of the view that the particular concerns it has 
articulated above, considered alone, presently 
preclude it from making the findings which are a pre- 
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requisite under Section 19(b) of the Act to approval of 
the Expansion Proposals. Should the Commission re- 
main unable to make those findings, in light of the 
matters described above, it must disapprove the 
Expansion Proposals. But if it should prove necessary 
to take such action, such disapproval should not be 
construed to bar further consideration of the 
Expansion Proposals at some time in the future, under 
other circumstances, assuming satisfactory resolution 
of those issues which now prevent the Commission 
from finding that the Expansion Proposals are 
consistent with the requirement of the Act and the 
rules and regulations thereunder. 


Procedure 


The Commission has determined to provide an oppor- 
tunity for the written presentation of views, data and 
arguments, as part of these proceedings. Interested 
persons are invited to submit written views, data and 
arguments within 30 days from the date hereof as to 
the Expansion Proposals. Copies of all submissions 
will be available for inspection at the Commission’s 
Public Reference Room, 1100 L Street, N. W., 
Washington, D. C. Copies of the submission are also 
available at the principal office of the self-regulatory 
organization which has made a particular filing. 
Persons desiring to make written statements should 
file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
Nort: Capitol Street, Washington, D.C. 20549 by 
November 16, 1977. Reference should be made to File 
No. 4-202 and Release No. 34-14057. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14058/October 17, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE INCORPORATED 


File No. SR-PSE-77-26 


The Pacific Stock Exchange Incorporated (“PSE”) sub- 
mitted on September 9, 1977 a proposed rule change 
under Rule 19b-4 to amend Section 12 of PSE Rule VI 
regarding the Exchange’s responsibility for determin- 
ing initial qualification with respect to issuer reporting 
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requirements for stocks which underlie Exchange 
listed options. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 17, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-PSE-77-26. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 
Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14059/October 17, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MIDWEST STOCK EXCHANGE, INCORPORATED 


File No. SR-MSE-77-29 


The Midwest Stock Exchange, Incorporated (“MSE”) 
submitted on August 29, 1977 a proposed rule change 
under Rule 19b-4 to amend Rule 3 of MSE Article XLI 
regarding the Exchange’s responsibility for determin- 
ing initial qualification with respect to issuer reporting 
requirements for stocks which underlie Exchange 
listed options. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 17, 
1977. In order to assist the Commission to determine 


whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 30 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-MSE-77-29. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission, by the Division of Market 


Regulation pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14060/October 18, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-77-27 


The New York Stock Exchange, Inc. submitted on 
October 11, 1977 a proposed rule change under Rule 
19b-4 to amend its Rule 343 to incorporate into the 
rule standards under which members or member 
organizations may share office space with securities 
related individuals and organizations whether 
members or non-members. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. In order to assist the Commission to determine 
whether to approve the porposed rule change or 
institute proceedings to determine whether the pro- 
posed rule change should be disapproved, interested 
persons are invited to submit written data, views and 
arguments concerning the submission within 21 days 
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from the date of publication in the Federal Register. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-NYSE-77- 
eT. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 


lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14061/October 18, 1977 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-77-14) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE, INC. 


On May 18, 1977, the Midwest Stock Exchange, Inc. 
(“MSE”) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the “Act”), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change which amends 
Sections 1 and 3 of Article Il of the MSE Constitution 
to permit options-only members to become registered 
market makers in those equity securities which 
underlie options traded on the Exchange. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Secu- 
rities Exchange Act Release No. 13574, (May 27, 
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1977)) and by publication in the Federal Register (42 
FR 29134 (June 7, 1977)). 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in par- 
ticular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on May 18, 1977, be, and it 
hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14062/October 18, 1977 


In the Matter of 


MIDWEST STOCK EXCHANGE, INC. 
120 South LaSalle Street 
Chicago, Illinois 60603 


(SR-MSE-77-17) 


ORDER APPROVING PROPOSED RULE CHANGE BY 
MIDWEST STOCK EXCHANGE, INC. 


On June 6, 1977, the Midwest Stock Exchange, Inc. 
(“MSE”) filed with the Commission, pursuant to 
Section 19(b) of the Securities Exchange Act of 1934 
(the “Act”’), as amended by the Securities Acts 
Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to eliminate wording 
from Article V, Rule 1, of the MSE Rules which would 
otherwise restrict option-only members from entrance 
to the Exchange’s stock floor. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13627, (June 
14, 1977)) and by publication in the Federal Register 
(42 FR 32862 (June 28, 1977)). 
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The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to 
registered national securities exchanges, and in par- 
ticular, the requirements of Section 6 and the rules 
and regulations thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on June 6, 1977, be, and it 
hereby is, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14063/October 18, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY MUNICIPAL SECURITIES RULEMAKING BOARD 


File No. SR-MSRB-77-13 


The Municipal Securities Rulemaking Board submitted 
on September 28, 1977 a proposed rule change under 
Rule 19b-4 which would specify the minimum scope 
and frequency of periodic compliance examinations of 
municipal securities brokers and municipal securities 
dealers. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submission should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-MSRB-77-13. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 


filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons: 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14064/October 19, 1977 


A notice has been issued giving interested persons 
until November 2 to request a hearing on applications 
of the Philadelphia Stock Exchange, Inc. for unlisted 
trading privileges in the common stock of the 
following companies: Data Terminal Systems, Inc., 
$0.20 par value; National Industries, Inc., $1.00 par 
value; and Ward Foods, Inc., $1.00 par value. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14065/October 19, 1977 


An order has been issued granting an application by 
Hawaiian Telephone Company to withdraw its First 
Mortgage Bonds, Series G, 3-1/8%, due July 15, 
1980, from listing and registration on the Honolulu 
Stock Exchange. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14066/October 19, 1977 


An order has been issued granting the applications of 
the Philadelphia Stock Exchange, Inc. for unlisted 
trading privileges in the common stock of the follow- 
ing companies: Curtis Noll Corporation, no par value, 
and Ranger Oil (Canada) Ltd., no par value. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 14067/October 19, 1977 


An order has been issued granting the application of 
the Boston Stock Exchange, Inc. for unlisted trading 
privileges in the common stock of the specified com- 
panies: Bally Manufacturing Corp. (Del.), $0.66%4 par 
value; Combustion Equipment Associates, Inc., $0.01 
par value; Crum & Forster, $1.25 par value; Inexo Oil 
Co. (Del.), $0.02 par value; Mapco, Inc. (Del.), $1.00 
par value; and Nashua Corporation, $1.00 par value. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14068/October 19, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-24 


The American Stock Exchange, Inc. (‘“Amex’’) 
submitted on October 14, 1977 a proposed rule 
change under Rule 19b-4 to permit regular members or 
options principal members of the Amex to lease their 
memberships to qualified persons. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-Amex-77-24. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 
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LAE Tee Se? 


For the Commission by the Division of Market 
Regulations, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 14069 / October 19, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE AMERICAN STOCK EXCHANGE, INC. 


File No. SR-Amex-77-27 


The American Stock Exchange, Inc. submitted on 
September 28, 1977, a proposed rule change under 
Rule 19b-4 to facilitate notification of “aggrieved 
persons” seeking reviews of Amex action pursuant to 
Section 19(d)(2) of the Act. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 17, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549. Reference should be made 
to File No. SR-Amex-77-27. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





























SECURITIES EXCHANGE ACT OF 1934 
Release No. 14070/October 19, 1977 


NOTICE OF PROPOSED RULE CHANGE BY 
MUNICIPAL SECURITIES RULEMAKING BOARD 


File No. SR-MSRB-77-16 


The Municipal Securities Rulemaking Board (the 
“MSRB”) submitted on October 18, 1977, a proposed 
rule change under Rule 19b-4 to exclude issuers from 
the definition of “customer” as used in MSRB rule 
G-15. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 24, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested 
persons are invited to submit written data, views, and 
arguments concerning the submission within 21 days 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSRB- 
77-16. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N.W., Washington, D.C. Copies of the 
filing will also be available at the principal office of 
the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20210/October 14, 1977 


In the Matter of 


OHIO EDISON COMPANY 
47 North Main Street 
Akron, Ohio 44303 


PENNSYLVANIA POWER COMPANY 
1 East Washington Street 
New Castle, Pennsylvania 16103 


(70-6063) 


NOTICE OF PROPOSED REVISED LEASE OF 
NUCLEAR FUEL AND RELATED FACILITIES 


NOTICE IS HEREBY GIVEN that Ohio Edison 
Company (‘‘Ohio Edison’’), a registered holding 
company, and its electric utility company subsidiary 
Pennsylvania Power Company (“Penn Power’) have 
filed an application with this Commission pursuant to 
the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 9(a) and 10 of the Act as 
applicable to the proposed transaction. All interested 
persons are referred to the application, which is 
summarized below, for a complete statement of the 
proposed transaction. 


In September 1967, Ohio Edison, Penn Power, 
Duquesne Light Company (“Duquesne”), the Cleve- 
land Electric Illuminating Company and the Toledo 
Edison Company (collectively referred to as the 
“CAPCO companies”) announced a program for joint 
development of power generation and transmission 
facilities. As part of that program Beaver Valley Unit 
No. 1 was constructed by Duquesne and is owned by 
Duquesne, Ohio Edison and Penn Power as tenants in 
common. At present the undivided interests as 
tenants in common of Ohio Edison and Penn Power in 
Beaver Valley Unit No. 1 are 35% and 17.5% 
respectively. 


In 1971, Duquesne, Ohio Edison and Penn Power 
made arrangements for the leasing of the nuclear 
material expected to be required for the operation of 
Beaver Valley Unit No. 1. These arrangements, 
originally with a different party, have evolved into a 
proposed Revised Nuclear Material Lease (the 
“Lease”) between Duquesne, Ohio Edison and Penn 
Power, as lessees (the “Lessees”) and Prulease, Inc., 
as lessor (the “Lessor”). Lessor is a subsidiary of 
Pruco, Inc., a holding company subsidiary of the 
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Prudential Insurance Company of America, and was 
the lessor under previously approved leases (the 
“Existing Leases”) between the CAPCO companies 
and itself relating to nuclear material for other CAPCO 
nuclear units (HCAR No. 19612). The Lease will be 
substantially similar to the Existing Leases, taking 
into account certain proposed modifications of the 
Existing Leases. The obligations of the Lessees under 
the Lease will be several and not joint and will be 
based on their proportionate ownership interests in 
Beaver Valley Unit No. 1. 


Under the Lease, the Lessees will lease certain 
nuclear fuel and nuclear fuel assemblies and com- 
ponent parts thereof (the “Nuclear Material’) to be 
used in connection with the generation of electric 
power by Beaver Valley Unit No. 1 for approximately 
one year, generally from the date that Lessor first 
made a payment under the Lease toward the cost of 
the Nuclear Material, and thereafter from month to 
month until the Lease is terminated pursuant to its 
terms. Lessor is obligated to pay the cost of the 
Nuclear Material (the “Acquisition Cost”), and if any 
part of the Acquisition Cost is paid by the Lessees, 
Lessor will promptly reimburse Lessees. At the 
option of the Lessees, any rent paid by Lessee to 
Lessor with respect to any Nuclear Material prior to 
compietion of the first 200 full power hours of burn of 
the Nuclear Material and closing costs payable by 
Lessees to Lessor with respect to the Lease, will be 
considered an Acquisition Cost under that Lease. The 
Lessees will assign to the Lessor all contracts relating 
to the purchase of or services to be performed with 
respect to Nuclear Material, and the Lessor will reim- 
burse the Lessees for all payments theretofore made 
with respect to such contracts. 


Under the Lease, the Lessees assume all risks of loss 
or damage to the Nuclear Material and are responsible 
for keeping the Nuclear Material in good operating 
condition and repair. If such insurance is available, 
the Lessees are obligated to procure physical damage 
insurance in an amount not less than the Lessor’s 
unrecovered Acquisition Cost as it exists from time to 
time, and liability insurance to the extent required by 
applicable laws, rules, or regulations. The Lessees 
may self-insure to the extent permitted by applicable 
laws, rules or regulations and agreed to by the Lessor. 
The Lessor and its affiliates are fully indemnified by 
the Lessees against all claims, demands, liabilities, 
costs and expenses arising as a result of the Lessor’s 
having leased the Nuclear Material, except for certain 
costs and expenses which are the responsibility of the 
Lessor under the Lease. In general, the Lessees are 
obligated to pay all costs associated with the Nuclear 
Material and the leasing thereof which are not to be 
paid by Lessor as an Acquisition Cost or otherwise 
under the Lease. 
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Rental payments under the Lease differ depending on 
whether the Nuclear Material is “Basic” or “Supple- 
mental” and whether it is carried on an Interim 
Leasing Record is carried on a Final Leasing Record. 
All Nuclear Material is “Basic” Nuclear Material ex- 
cept to the extent that it is designated “Supplemental” 
Nuclear Material on a leasing record. At no time can 
the unrecovered Acquisition Cost of “Basic” Nuclear 
Material exceed $30,000,000. 


The Lease requires periodic (usually monthly) rental 
payments. While the Nuclear Material is carried on an 
Interim Leasing Record the amount of any specific 
rental payment is determined by allocating Lessor’s 
then unrecovered Acquisition Cost with respect to 
that Nuclear Material equally over a 360-day period 
and by multiplying a portion of the amount so allo- 
cated (the portion attributable to the number of days 
equal to the number of days covered by the rental 
payment) by a percentage equal to the sum of 1%2% 
(in the case of “Basic” Nuclear Material) or 13%4% (in 
the case of “Supplemental” Nuclear Material, but such 
figure is 1%2% in any month in which the prime rate of 
Morgan Guaranty Trust Company or the rate of 
interest paid by Lessor on its commercial paper, 
whichever is higher, is less than 8%) plus the higher 
of (i) the prime rate of Morgan Guaranty Trust 
Company or (ii) the rate of interest paid by Lessor on 
its commercial paper. For the first two full calendar 
months that Nuclear Material is carried on a Final 
Leasing Record, rental payments are the same as they 
would be under an Interim Leasing Record. There- 
after, the amount of any specific rental payment is the 
amount payable while the Nuclear Material is being 
carried on an Interim Leasing Record plus an amount 
designed to permit the Lessor to recover the 
Acquisition Cost associated with that Nuclear 
Material over the period during which such Nuclear 
Material is expected to be utilized in connection with 
the generation of electric power, taking into account 
any anticipated salvage value with respect thereto. 


The Lease is subject to termination by notice or 
otherwise pursuant to its terms. Depending on the 
circumstances of the termination, the Lessor is 
entitled to receive the fair market value of the Nuclear 
Material or its unrecovered Acquisition Cost with 
respect thereto (the “Termination Price’). However, 
the Lessor shall never receive less than its 
unrecovered Acquisition Cost upon any termination of 
the Lease. In certain circumstances, the Lessees are 
entitled to take title to the Nuclear Material upon 
payment of the applicable Termination Price. In other 
events, the Lessor retains title while the Lessees (if it 
is a non-default situation) seek to sell the Nuclear 
Material on behalf of the Lessor. The Lessees are 
then obligated to pay the Lessor the unrecovered 
Acquisition Cost and are entitled to a reimbursement 




















(@ 





from the Lessor out of the proceeds of any such sale 
up to the amount of the unrecovered Acquisition Cost 
so paid. 


Specified events of default under the Lease can trigger 
termination of the Lease and/or other remedies, in- 
cluding the right to repossess the Nuclear Material. If 
one of the Lessees defaults, the non-defaulting com- 
panies have the right to cure any such default. 


Under the Lease, unrecovered Acquisition Costs for 
Beaver Valley No. 1 may not exceed $70,000,000. The 
allocable percentages of Ohio Edison and Penn Power 
with respect thereto are 35%' and 17.5%, respectively 
(i.e., $24,500,000 and $12,250,000, respectively). 


Under certain conditions, the Lease permits Nuclear 
Material to be transferred for lease under any other 
lease of Nuclear Material between some or all of the 
CAPCO companies and the Lessor and permits 
Nuclear Material covered by any other such lease to 
be transferred for lease under the Lease. If any such 
transfers are made and the lease from which the 
Nuclear Material is taken or to which it is added 
relates to a unit in which the ownership interests of 
Ohio Edison and Penn Power differ from their 
ownership interests in Beaver Valley Unit No. 1, there 
may be a disposition or acquisition of a utility asset 
by Ohio Edison or Penn Power. In the event that such 
transfer adds Nuclear Material to the Lease and 
results in an increase in the dollar amount of Material 
to the Lease and results in an increase in the dollar 
amount of the then remaining proportional obligation 
of either Ohio Edison or Penn Power under the Lease 
to an amount greater than that stated above, Ohio 
Edison or Penn Power, as the case may be, would 
notify the Commission and request authorization for 
such transfer. 


Ohio Edison and Penn Power propose to charge the 
rent under the Lease to fuel expenses and to account 
for the transaction as a lease rather than as a 
purchase. The fees and expenses to be incurred in 
connection with the proposed transaction by Ohio 
Edison and Penn Power are estimated at $4,100 and 
$1,100, respectively, including legal fees of $2,400 for 
Ohio Edison and $600 for Penn Power. It is stated 
that no state commission and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction, except that the Nuclear 
Regulatory Commission has jurisdiction over the 
ownership, possession, storage and handling of 
Nuclear Material. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 10, 1977, 
request in writing that a hearing be held on such 


matter, stating the nature of this interest, the reasons 
for such request, and the issues of fact or law raised 
by said application which he desires to controvert; or 
he may request that he be notified if the Commission 
should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or 
by mail upon the applicants at the above-stated 
addresses, and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
application, as filed or as it may be amended, may be 
granted as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons 
who request a hearing or advice as to whether a 
hearing is ordered will receive any notices and orders 
issued in this matter, including the date of the hearing 
(if ordered) and any postponement thereof. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20211/October 14, 1977 


In the Matter of 


INTER-CITY GAS LIMITED 
1500 Richardson Building 
One Lombard Place 
Winnipeg, Manitoba, Canada 


GREAT NORTHERN GAS UTILITIES LTD. 
PLAINS-WESTERN GAS & ELECTRIC CO. LTD. 
VANCOUVER ISLAND GAS COMPANY LIMITED 
FORT ST. JOHN PETROLEUMS LTD. 
PLAINS-WESTERN GAS (MANITOBA) LTD. 
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ROCKGAS UTILITIES LTD. 


(70-6018) 
(31-760) 


NOTICE OF APPLICATION TO ACQUIRE PUBLIC 
UTILITY COMPANIES AND REQUEST FOR EXEMP- 
TION UNDER SECTION 3(b) 


NOTICE IS HEREBY GIVEN that Inter-City Gas 
Limited (‘Inter-City”), an exempt holding company and 
a gas utility company, and its above-named subsidiary 
companies have filed a joint application with this 
Commission pursuant to the Public Utility Holding 
Company Act of 1935 (“Act”), designating Sections 
3(b), 9(a)(2) and 10 of the Act and Rule 11(a) promul- 
gated thereunder as applicable to the proposals. All 
interested persons are referred to the application, 
which is summarized below, for a complete statement 
of the proposals. 


Inter-City, a Canadian corporation, is a gas utility 
company, as defined in Section 2(a)(4) of the Act. It 
distributes at retail natural gas in 39 communities in 
Northern Minnesota. It is also a holding company 
because, through a wholly-owned subsidiary, 
Inter-City Utilities Ltd., it is engaged in the retail dis- 
tribution of natural gas in an adjoining areas in Mani- 
toba and Ontario, Canada. Inter-City purchases its 
natural gas supply under a long-term contract with 
Trans-Canada Pipe Lines Ltd., a_ nonaffiliated 
Canadian pipeline company. Through separate divi- 
sions and Inter-city Manufacturing Ltd. (“Manufactur- 
ing”), a97.8% owned subsidiary, it is also engaged in 
exploration for and development of natural gas 
reserves in Canada and in manufacturing residential 
and commercial heating products and other 
equipment. For the year ended December 31, 1976, 
Inter-City reported consolidated operating revenues of 
$67,728,285, of which $43,415,006 were derived from 
its natural gas utility and pipeline operations. At that 
date, Inter-City reported consolidated assets, 
including investments in and advanced to subsidiaries 
of $118,078,549. 


By order dated July 22, 1968 (HCAR No. 16121), the 
Commission granted Inter-City Utilities an exemption 
under Section 3(b) of the Act from all provisions of 
the Act to which it would otherwise be subject as a 
subisidary of Inter-City. As a result, Inter-City 
became an exempt holding company pursuant to Rule 
10 promulgated under the Act. Inter-City now has 
filed an application pursuant to Sections 9(a)(2) and 
10 of the Act to acquire, by an exchange offer, about 
51% of the outstanding common stock of Canadian 
Hydrocarbons Limited (“Hydrocarbons”), is engaged 
in the distribution of propane, gasoline and light and 
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residual oils, refining of petroleum products, 
manufacture and sale of Forest products and pipe and 
steel products, and exploration for and development 
of oil, natural gas and other minerals. It is Canada’s 
largest distributor of propane fuel. Through four 
public utility sbusidiaries, Hydrocarbons also 
distributes electricity and natural gas or a 
propane/butane air mixture in about 92 communities 
in Alberta, British Columbia and Manitoba, Canada. 
At December 31, 1976, and for the twelve month 
period then added, their net utility plant and gross 
utility revenues, were as follows: 








Gross 
Net Plant Revenues 

Plains-Western Gas and 

Electric Company, Ltd. $26,900,152 $ 8,850,059 
Plains-Western Gas 

(Manitoba) Ltd. 7,119,054 11,354,170 
Rockgas Utilities, Ltd. 125,655 128,640 
Vancouver Island Gas 

Company 977,797 661,344 

Total $35,122,658 $20,994,213 


The first three subsidiaries listed are directly owned 
by Great Northern Gas Utilities, Ltd. (‘Great 
Northern”), which is wholly owned by Hydrocarbons. 
The fourth subsidiary is indirectly owned by Great 
Northern through Fort St. John Petroleums Ltd., a 
55.6% owned subisidary of Great Northern. 


Hydrocarbons has issued and outstanding 5,129,680 
shares of common stock. Apprximately 49.7% of 
these shares (2,550,256 shares) are owned by Elwill 
Development Limited (‘“Elwill’’), a wholly-owned 
subisidaiary of Manufacturing. About 0.1% (6,400 
shares) are owned by Inter-City. If all the remaining 
shares of Hydrocarbons are exchanged pursuant to 
Inter-City’s proposed tender offer, Inter-City directly 
and through Elwill will own all the outstanding 
common stock of Hydrocarbons. 


The common stock of Hydrocarbons is listed on the 
American, Toronto and Montreal Stock Exchanges. 
Hydrocarbons also has outstanding 207,755 shares of 
5%% cumulative preferred stock, par vaiue $20 per 
share, in the hands of approximately 500 sharehold- 
ers, and 232,700 shares of 6% cumulative preferred 
stock, par value $25 per share, ali of which are owned 
by Elwill. At December 31, 1976, Hydrocarbons had 
total consolidated assets, per book, of $217,725,701. 
For the year then ended, it reported net income of 
$5,340,857 on total revenues of $325,237,386. Approxi- 











mately 9% of its total revenues were attributable to its 
public utility operations. 


Manufacturing acquired all of the issued and out- 
standing common stock of Elwill in August 1976 for 
$34,254,000, including closing costs. The acquisition 
was financed in part by a $27,000,000 loan from The 
Toronto Dominion Bank (‘‘Toronto Dominion’), 
$7,000,000 of which (in U.S. funds) is repayable as to 
$2,500,000 on or before December 31, 1977, and as to 
$4,500,000 on or before January 31, 1978. The balance 
of the loan (in Canadian funds) is repayable over a 
seven-year term ending December 31, 1983. The loan 
is secured by a pledge of all of the stock of Elwill and 
by the common stock and the 6% cumulative pre- 
ferred stock of Hydrocarbons, which represent Elwill’s 
principal assets. Manufacturing obtained the balance 
of the purchase price through Inter-City from 
short-term bank borrowings and new equity. Con- 
currently with the acquisition of Elwill’s stock by 
Manufacturing, Elwill sold 205,000 shares or approxi- 
mately 3.9% of Hydrocarbons’ common stock to 
Toronto Dominion for $8.50 a share. These shares are 
subject to a put-back option at a price equal to the 
greater of $13 per share or the market value on the 
Toronto Stock Exchange at any time up to the earlier 
of December 31, 1983, or the date upon which the 
bank loans made by Toronto Dominion are repaid. 


Inter-City now proposes to make a share exchange 
offer for all the outstanding shares of Hydrocarbons 
not owned by Elwill or Toronto Dominion on the basis 
of one and one half common shares of Inter-City for 
each common share of Hydrocarbons, conditonal 
upon not less than 60% of the shares in 
Hydrocarbons being tendered. The exchange offer will 
be registered under the Securities Act of 1933. It is 
stated that Inter-City and Hydrocarbons are engaged 
in several compatible areas of the energy business, 
including the gas utility, propane, and oil and gas 
exploration and development businesses. It is 
anticipated that, upon consummation of the acquisi- 
tion, the operations of Hydrocarbons and Inter-City 
will be consolidated. On a pro forma basis as of 
March 31, 1977, giving effect to the consolidation, 
Inter-City shows total assets of $288,343,000. 


The four public utility companies (Plains-Western, 
P-W Manitoba, Rockgas and Vancouver Island) re- 
quest exemptions under Section 3(b) from all 
provisions of the Act that would be applicable to them 
as subsidiaries of a holding company. If granted, 
Inter-City will qualify for an exemption as a holding 
company under Rule 10 with respect to these four 
companies, as it is now with respect to Inter-City Gas 
Utilities, Ltd. In support of the request, the appli- 
cants state that the four utility subsidiaries provide 
utility service solely in Canada; that three of these 


subsidiaries are wholly owned by Great Northern; and 
that there is a minor United States stockholder 
interest in the fourth (Vancouver Island) and in Great 
Northern and Fort St. John. 


It is stated that no state commission and no federal 
commission, other than this Commission, has juris- 
diction over the proposed acquisition of Hydro- 
carbons’ shares. A statement of the fees, commis- 
sions and expenses incurred in connection with the 
acquisition of Hydrocarbons will be supplied by 
amendment to this application. 


Of the 4,295,795 shares of Inter-City’s common stock 
now outstanding, 1,037,250 shares, or approximately 
24.1%, are owned by Traders Finance Corporation 
(1976) Limited (‘‘Traders Group’’), a diversified 
financial company organized under the laws of 
Canada. Traders Group, through subsidiaries, 
provides a broad range of financial, land development, 
insurance and trust company services, all in Canada. 
Its common and preferred stocks are traded on the 
Montreal and Vancouver stock exchanges and held 
almost entirely by Canadian shareholders. 


Traders Group and Traders 1976 have each filed a joint 
application under Section 2(a)(7) for a determination 
that such companies do not control Inter-City or exer- 
cise such a controlling influence over the 
management and policies of Inter-City as to make it 
necessary to subject them to the duties and obliga- 
tions imposed under the Act upon a “holding com- 
pany,” as defined in Section 2(a)(7)(A). (File No. 
31- _—+). It is anticipaied that, upon completion of the 
exchange offer by Inter-City for Hydrocarbon’s 
publicly-held common stock, Traders 1976 interest in 
the common stock of Inter-City will be reduced to 
12.7%. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than November 11, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, and reasons for such 
request, and the issues of fact or law raised by said 
application which he desires to controvert; or he may 
request that he be notified if the Commission should 
order a hearing thereon. Any such request should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such request should be served personally or by mail 
upon the applicants at the above-stated address and 
proof of service (by affidavit or, in case of an attorney 
at law, by certificate) should be filed with the request. 
At any time after said date, the application, as filed or 
as it may be amended, may be granted as provided 
and in the manner prescribed by Rule 23 of the 
General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from 
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such rules as provided in Rules 20(a) and 100 thereof 
or take such other action as it may deem appropriate. 
Persons who request a hearing or advice as to whether 
a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponement thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20212/October 17, 1977 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
Wilmington, Delaware 


COLUMBIA GAS OF KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 
COLUMBIA GAS OF PENNSYLVANIA, INC. 


COLUMBIA GAS OF NEW YORK, INC. 
Columbus, Ohio 


(70-5991) 


RELEASE OF JURISDICTION PREVIOUSLY RE- 
SERVED OVER CERTAIN TRANSACTIONS 


By order dated April 22, 1977 (HCAR No. 19996) this 
Commission authorized eight wholly owned subsidi- 
aries of the Columbia Gas System, Inc. (“Columbia”), 
a registered holding company, to issue and sell 
Installment Notes to Columbia. Jursidction was re- 
served over the issuance of Installment Notes by four 
other wholly owned subsidiaries of Columbia pending 
completion of the record with respect to those trans- 
actions. The Installment Notes are to be issued up to 
the aggregate principal amounts indicated: 


388/SEC DOCKET 


Columbia Gas of Kentucky, Inc. $ 400,000 
Columbia Gas of Pennsylvania, Inc. 5,100,000 
Columbia Gas of Virginia, Inc. 700,000 
Columbia Gas of New York, Inc. 800,000 

$8,000,000 


The Installment Notes will be nonregisterd and dated 
the date of their issue. The principal amounts will be 
due in twenty equal annual installments on March 
31st of each of the years 1979 to 1998, inclusive. 
Interest on all notes will accrue from the date of 
issuance and is to be paid semi-annually on the 
unpaid principal thereof until fully paid. The interest 
rate will be the actual cost of money to Columbia with 
respect to its last sale of debentures or preferred 
stock prior to the issuance of the Installment Notes, 
decreased by an amount necessary in order that the 
the interest rate be a multiple of 1/10 of 1%. The pro- 
ceeds of these transactions will be used by the sub- 
sidiaries in connection with their construction and gas 
supply programs. 


The record has now been completed with respect to 
the Installment Notes to be issued by Columbia of 
Kentucky, Columbia of Pennsylvania and Columbia of 
Virginia. The record remains incomplete with respect 
to the Installment Notes to be issued by Columbia of 
New York. 


The Public Service Commission of Kentucky, The 
Pennsylvania Public Utility Commission and the State 
Corporation Commission of Virginia have authorized 
the issuance and sale of Installment Notes by 
Columbia of Kentucky, Columbia of Pennsylvania and 
Columbia of Virginia, respectively. The New York 
Public Service Commission has jurisdiction over the 
issuance of Installment Notes by Columbia of New 
York. No other state commission and no federal 
commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


IT IS ORDERED that the jursidiction reserved in the 
order of April 22, 1977, over the issuance of 
Installment Notes by Columbia of Kentucky, 
Columbia of Pennsylvania and Columbia of Virginia 
be, and it hereby is, released effective forthwith, and 
that those transactions may be consummated subject 
to the provisions of Rule 24 promulgated under the 
Act. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the issuance of 
Installment Notes by Columbia of New York pending 
completion of the record with respect to that 
transaction. 











For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20213/October 17, 1977 


In the Matter of 


LOUISIANA POWER & LIGHT COMPANY 
New Orleans, Louisiana 


(70-6054) 


ORDER AUTHORIZING ISSUANCE AND SALE OF 
PREFERRED STOCK AT COMPETITIVE BIDDING 


Louisiana Power & Light Company (“LP&L”), an 
Electric Utility Subsidiary Company of Middle South 
Utilities, Inc., a registered holding company, has 
filed a declaration and amendments thereto with 
this Commission pursuant to Sections 6(a) and 7 
of the Public Utility Holding Company Act of 1935 
(“Act”) and Rule 50 promulgated thereunder regarding 
the following proposed transaction. 


LP&L intends to establish, by appropriate corporate 
action, a new series of its Preferred Stock, 
Cumulative, $100 par value, which shall consist of 
300,000 shares (“Stock”), and to issue and sell the 
Stock, subject to the competitive bidding require- 
ments of Rule 50 under the Act. The dividend rate of 
the Stock (which will be determined by the competi- 
tive bidding. The terms of the Stock will include a 
prohibition until November 1, 1982, against refunding 
the Stock, directly or indirectly, with funds derived 
from the issuance of debt securities at a lower 
effective interest cost or from the issuance of other 
stock, which ranks prior to or on a parity with the 
Stock as to dividends or assets, at a lower effective 
dividend cost. 


LP&L will apply the net proceeds derived from the 
issuance and sale of the Stock to the payment in part 
of short-term borrowings estimated to total 
$65,000,000 at the time the sale proceeds are received, 


to the financing in part of the company’s construction 
program, and to other corporate purposes. 


No State or Federal commission, other than this 
Commission, has jurisdiction over the proposed trans- 
action. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (HCAR No. 20175), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are 
satisfied and that no adverse findings are necessary; 
and that it is appropriate in the public interest and in 
the interest of investors and consumers that said 
declaration, as amended, be permitted to become 
effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF1935 
Release No. 20214/October 17, 1977 


In the Matter of 
APPALACHIAN POWER COMPANY 
Roanoke Virginia 


(70-5885) 
SUPPLEMENTAL ORDER CORRECTING ERROR 


In the Order dated October 11, 1977 (HCAR No. 20205) 
issued in this proceeding, the last sentence of the 
second paragraph should read: “. . . to reimburse or 
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repay Appalachian in connection with Appalachian’s 
expenditures relating to the Project.” (changes under- 
scored). 


For the Commission, by the Divison of Corporate Re- 
gulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20215/October 18, 1977 


In the Matter of 


NINEVEH WATER COMPANY 
1001 Broad Street 
Johnstown, Pennsylvania 15907 


PENNSYLVANIA ELECTRIC COMPANY 
1001 Broad Street 
Johnstown, Pennsylvania 15907 


(70-6067) 


NOTICE OF PROPOSED ISSUE AND SALE OF NOTES 
BY SUBSIDIARY TO HOLDING COMPANY 


NOTICE IS HEREBY GIVEN that Pennsylvania Electric 
Company (‘‘Penelec”), an electric utility subisidary 
company of General Public Utilities Corporation, a 
registered holding company, and Nineveh Water 
Company (“Nineveh”), a water company subsidiary of 
Penelec, have filed an application-declaration with 
this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 9(a), 10 and 12(b) of the Act and Rules 43 
and 45 promulgated thereunder as applicable to the 
proposed transaction. All interested persons are 
referred to the application-declaration, which is sum- 
marized below, for a complete statement of the pro- 
posed transaction. 


By previous order (HCAR No. 20192) dated October 3, 
1977, this Commission authorized Penelec to make 
cash capital contributions of up to $200,000 to 
Nineveh during 1977, such capital contributions to be 
used by Nineveh to restore service and effect certain 
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short-term repairs of facilitites damaged by the 
Johnstown, Pennsylvania flood which occurred in July 
1977. Applicants-declarants state that repair and 
restoration work will require expenditures in addition 
to those described in connection with the cash capital 
contributions. Such additional expenditures include: 
(1) the construction of 5600 feet of 12” permanent line 
before cold weather sets in, in order to service 
customers, including Penelec’s Seward Station, which 
has been out of service since July 20, 1977, but which 
is expected to resume service in October 1977; (2) 
dredging and repair of dam and breast work at the 
Findly Run Dam; and (3) the modification of the 
Findley Run Dam spillway. The breakdown of the 
additional expenditures is as follows: 


Findléy Run Dam-Dredging $186,000 
Findley Run Dam-Dam repair and 

breast work 114,000 
Cost of removal and salvage 2,000 
Replace Piping and New Installation- 

Cramer Area 40,000 
Install 5600 Feet 12” Main Line 220,000 
Findley Run Dam-Modify spillway 190,000 
Miscellaneous 43,000 

Total $800,000 


In order to finance these additonal expenditures, 
Nineveh proposes to issue and sell to Penelec, and 
Penelec proposes to purchase from Nineveh, from 
time to time during 1977 notes in an aggregate 
amount not to exceed $800,000. Such notes will bear 
interest at a rate of 1.25 times the prime rate in effect 
from time to time at Mellon Bank N.A. Interest on the 
unpaid balances of the notes shall be paid by Nineveh 
only if and to the extent that the “available net 
income,” as defined in the notes, is sufficient to pay 
such interest. 


Nineveh filed an application for a disaster loan with 
the Small Business Administration (“SBA”) on Sep- 
tember 15, 1977, in the amount of $856,000. Because 
the amount of such loan that the SBA may be willing 
to grant is not known, application for Commission 
authorization in connection therewith will be made 
when such information is available. Subject to Com- 
mission approval, the proceeds of such SBA loan will 
be applied by Nineveh to reduce or pay in full the 
notes issued by Nineveh as proposed herein. Pending 
disposition of Nineveh’s SBA loan application, the 
time to process which is not now known, it is 
necessary for Nineveh to have a source of funds for 
the repair and restoration of its system. It is stated 
that Nineveh’s borrowing capacity is limited and its 
only source of funds is through Penelec. 











The fees and expenses to be incurred in connection 
with the proposed transaction are estimated at $7,000, 
including legal fees of $4,500. It is stated that the 
Pennsylvania Public Utilities Commission has juris- 
diction with respect to Nineveh’s proposed issue and 
sale of notes to Penelec and that no other state com- 
mission and no federal commission, other than this 
Commission, has jurisdiction over the proposed 
transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 11, 1977, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by said application-declaration which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the applicants-declarants 
at the above-stated addresses, and proof of service 
(by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application-declaration, as 
filed or as it may be amended, may be granted and 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) 
and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20216/October 19, 1977 


In the Matter of 
OHIO EDISON COMPANY 


76 South Main Street 
Akron, Ohio 44308 


(70-6068) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
COMMON STOCK AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Ohio Edison Com- 
pany (“Ohio Edison”), a registered holding company 
and a public utility company, has filed a declaration 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 6(a) and 7 of the Act and Rule 50 promul- 
gated thereunder as applicable to the proposed trans- 
action. All interested persons are referred to the 
declaration, which is summarized below, for a com- 
plete statement of the proposed transaction. 


Ohio Edison proposes to issue and sell up to 
6,000,000 shares of its authorized but unissued Com- 
mon Stock, par value $9 per share (“Additional 
Common Stock”), and to sell the same to under- 
writers, at competitive bidding. Ohio Edison states 
that the reason for the proposed issue is to enable 
Ohio Edison to continue its ongoing construction 
program and to repay unsecured short-term debt, 
estimated to aggregate $45,000,000 at the time of the 
issuance of the Additional Common Stock. Ohio 
Edison estimates its construction expenditures for 
1977 at $351 ,013,000. 


It is stated that the Public Utilities Commission of 
Ohio has jurisdiction over the proposed issue and sale 
of the Additional Common Stock. It is further stated 
that no other state commission and no federal com- 
mission, other than this Commission, has jurisdiction 
over the proposed transaction. The fees and expenses 
to be incurred in connection with the proposed trans- 
action will be supplied by amendment. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 18, 1977, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by said declaration which he desires to controvert; or 
he may request that he be notified if the Commission 
should order a hearing thereon. 


Any such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the declarant at the above- 
stated address and proof of service (by affidavit or, in 
case of an attorney at law, by certificate) should be 
filed with the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 
of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant ex- 
emption from such rules as provided in Rules 20(a) 
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and 100 thereof or take such other action as it may 
deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive 
any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 20217/October 19, 1977 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
P.O. Box 201 
Tulsa Oklahoma 74102 


TRANSOK PIPE LINE COMPANY 
P.O. Box 3008 
Tulsa, Oklahoma 74101 


(70-5648) 


NOTICE OF PROPOSED EXTENSION OF AUTHOR- 
IZATION TO MAKE LOANS, AND OF PROPOSES 
CAPITAL CONTRIBUTION, FROM PARENT COM- 
PANY TO SUBSIDIARY PIPELINE COMPANY 


NOTICE IS HEREBY GIVEN that Public Service 
Company of Oklahoma (“PSO”), an electric utility 
subsidiary of Central and South West Corporation 
(“CSW”), a registered holding company, and Transok 
Pipe Line Company (“Transok”), a subsidiary pipeline 


company of PSO, have filed a post-effective amend- 
ment to their application-declaration, previously filed 
with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”), designating 
Sections 6(a), 7, 9(a), 10, 12(b) and 12(f) of the Act 
and Rules 43 and 45 promulgated thereunder, as ap- 
plicable to the proposed transactions. All interested 
persons are referred to the application-declaration, as 
now amended, which is summarized below, for a 
complete statement of the proposed transactions. 


Transok is an intrastate pipeline company with opera- 
tions limited to its state of incorporation, Oklahoma. 
All of its common stock is owned by PSO. Transok is 
engaged in the purchase, transportation and sale to 
PSO of natural gas pursuant to a contractual arrange- 
ment to supply PSO’s electric generating stations with 
boiler fuel on a long-term basis. 


By order dated May 13, 1975 (HCAR No. 18984), 
Transok was authorized to issue and sell from time to 
time, as needed, promissory notes to PSO in an 
amount not to exceed at any time $25,000,000 
outstanding, with each note to mature not later than 
two and one-half years from the date of the first such 
borrowing. That authorization expires on November 
17; 1977. 


PSO and Transok now propose, via this post-effective 
amendment, to extend the authorization for such bor- 
rowings by Transok from PSO through June 30, 1979, 
in an aggregate amount of at any one time not to ex- 
ceed $21,000,000 outstanding. PSO also proposes to 
make, in the first quarter of 1978, a $2,000,000 capital 
coniribution to Transok. 


Proceeds of the two financings will be used (a) to 
repay existing borrowings from PSO by Transok made 
pursuant to the authorization in HCAR No. 18984, 
which borrowings aggregated $8,749,280 at June 30, 
1977 and which are estimated to aggregate about 
$8,750,000 at November 17, 1977 and (b) to pay a 
portion of estimated construction expenditures for the 
last quarter of 1977, all of 1978 and the first two 
quarters of 1979, which are as follows: 





Last Quarter, 1977 


Gathering $1,386,000 
Transmission 750,000 
Storage -0- 
Miscellaneous 50,000 
Gas Processing Plant -0- 
$2,186,000 
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First and Second 


1978 Quarters, 1979 

$ 5,360,000 $1,933,000 
6,045,000 2,500,000 
1,000,000 500,000 
668,000 150,000 
5,000,000 3,000,000 
$18,073,000 $8,083,000 
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PSO and Transok state that principal construction 
projects during this period include the construction 
of a 12-inch transmission line from the Bradley- 
Thomas 20-inch line running north of Gracemont to 
PSO’s Southwestern Station at Washita in Caddo 
County; the restoration and modification of the trans- 
mission line that extends from Bradley in Grady 
County to PSO’s Tulsa Power Station in Tulsa County 
and PSO’s Northeastern Station in Rogers County; the 
construction of a transmission line into Washita 
County to connect newly discovered reserves; the 
construction of an additional underground gas storage 
facility; the gathering lines and compressors 
necessary to connect additional reserves during this 
period; and the construction of gas processing plants 
within Transok’s gathering system. 


PSO and Transok state that the proposed borrowings 
will be in the form of open-account advances although 
PSO would be entitled at any time to receive upon de- 
mand a promissory note evidencing any loan. Each 
loan would mature not later than June 30, 1979 and 
would bear interest at a rate equal to the daily average 
interest rate then being paid by PSO for its short-term 
borrowings. If at any relevant time PSO has no short- 
term borrowings outstanding, the loans will bear 
interest at the prime rate for commercial loans then in 
effect at The First National Bank and Trust Company 
of Tulsa. The loans will be subject to prepayment at 
any time without penalty or premium. 


It is stated that the fees and expenses to be incurred 
in connection with the proposed transactions are 
estimated at $500. It is stated that no state com- 
mission and no federal commission, other than this 
Commission, has jurisdiction with respect to the 
proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 14, 1977, 
request in writing that a hearing be held on such 
matter, stating the nature of his interest, the reasons 
for such request, and the issues of fact or law raised 
by said post-effective amendment to the application- 
declaration, as amended, which he desires to con- 
trovert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request should be served 
personally or by mail upon the applicants-declarants 
at the above-stated addresses and proof of service (by 
affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any 
time after said date, the application-declaration, as 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 


provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9958/October 14, 1977 


In the Matter of 


CMA MONEY TRUST 

One Liberty Plaza 

165 Broadway 

New York, New York 10006 


(812-4151) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER OF EX- 
EMPTION FROM THE PRICING PROVISIONS OF 
RULE 22c-1 UNDER THE ACT 


NOTICE IS HEREBY GIVEN that CMA Money Trust 
(the “Trust” or “Applicant”) which is registered under 
the Investment Company Act of 1940 (the “Act”) as an 
open-end diversified management investment com- 
pany, filed an application on July 1, 1977, and an 
amendment thereto on September 20, 1977, for an 
order of the Commission pursuant to Section 6(c) of 
the Act for relief from the requirements of Rule 22c-1 
under the Act to permit the Trust to determine the net 
asset value of its shares for purposes of purchases 
and redemptions of its shares once on each day that 
the New York Stock Exchange is open, at 12 noon, 
New York City Time. All interested persons are re- 
ferred to the application which is on file with the 
Commission for a statement of the representations 
made therein which are summarized below. 


SEC DOCKET/393 








Applicant states that the Trust was organized as a 
business trust under the laws of the Commonwealth 
of Massachusetts on June 17, 1977. On June 20, 
1977, the Trust filed with the Commission a notifica- 
tion of registration on Form N-8A and a Registration 
Statement on Form N-8B-1 under the Act and a 
Registration Statement on Form S-5 under the 
Securities Act of 1933. The distributor of the Trust’s 
shares is Merrill Lynch, Pierce, Fenner & Smith 
Incorporated (“Merrill Lynch” or the “Distributor”), a 
wholly-owned subsidiary of Merrill Lynch & Co., Inc. 


Applicant states that the Trust is a special purpose, 
no-load, diversified open-end investment company 
which will invest in short-term money market 
securities and whose shares will be offered ex- 
clusively to participants in the Cash Management 
Account program (“CMA”) of Merrill Lynch to provide 
a medium for the automatic investment of free credit 
cash balances held in CMA accounts. A CMA account 
will be an integrated financial services account offered 
by Merrill Lynch to its customers meeting specified 
criteria which is designed to provide a customer with 
use of a conventional securities account linked to a 
Visa/BankAmericard credit card account maintained 
by The City National Bank and Trust Company of 
Columbus, Ohio (“Visa Card Account”) and the Trust. 


Applicant states that free credit cash balances held in 
a CMA account will automatically be invested by the 
Distributor in shares of the Trust at net asset value 
without sales charge on Monday of each week 
(“automatic purchases”). If Monday is a day on which 
the New York Stock Exchange is not open for trading, 
the automatic purchases shall take place on the next 
day on which the New York Stock Exchange is open 
for trading. CMA participants with sufficient free 
credit cash balances in their CMA account may effect 
purchases of $1,000 or more prior to a Monday 
("manual purchases”) by transmitting investment in- 
structions to the Distributor. 


Applicant asserts that the Trust will be required to 
redeem for cash at net asset value all full and frac- 
tional shares of the Trust. Redemptions will be 
automatically effected by the Distributor to satisfy 
debit balances in the customer’s securities account 
created by activity therein or to satisfy debit balances 
in the Visa Card Account created by credit card 
purchases, cash advances or checks written against 
the Visa account with The City National Bank and 
Trust Company of Columbus. Each CMA account will 
be automatically scanned for debits each business 
day and, after application of any free credit cash 
balances in such account to such debits, a sufficient 
number of shares of the Trust in such account will be 
redeemed at the next pricing and the proceeds of such 
redemption applied to any remaining debits in either 
the securities account or the Visa Card Account. A 
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shareholder may redeem shares of the Trust directly 
by submitting a written notice of redemption directly 
to the Trust’s transfer agent. 


Applicant states that the purchase and redemption 
price for shares will be the net asset value per share 
next determined after receipt by the transfer agent of a 
purchase or redemption order in proper form. Deter- 
mination of net asset value per share for such pur- 
poses is referred to in the application as “pricing”. 
Since the net income of the Trust (including realized 
and unrealized gains and losses on the portfolio 
securities) will be determined and declared as a 
dividend immediately prior to each time the net asset 
value per share of the Trust is determined, the net 
asset value per share of the Trust will remain at $1.00 
per share at each pricing. Any increase in the value of 
a shareholder’s investment in the Trust, representing 
the reinvestment of dividend income, will be reflected 
by an increase in the number of shares of the Trust in 
his account and any decrease in the value of a share- 
holder’s investment will be reflected by a decrease in 
the number of shares in his account. 


Applicant states that the operation and administration 
of the CMA program will be conducted pursuant to a 
computer system which has been designed by Merrill 
Lynch. It is asserted that the operational complexities 
of the computer system require that the net asset 
value be maintained at $1.00 at all times. It is also 
asserted that the system requires that the proceeds of 
redemption be available in Federal funds on the day of 
redemption to satisfy debits in the securities account 
or Visa Card Account to assure that Merrill Lynch will 
maintain compliance with credit regulations of the 
Federal Reserve Board’s Regulation T (12 CFR 220). 


Applicant submits that because of the need to effect 
same day settlement of redemptions, the Trust must 
price its shares at 12 noon, New York City time, on 
each day that the New York Stock Exchange is open 
for trading. Pricing later than 12 noon will not give the 
Trust enough time to make payment in Federal funds 
of the proceeds of redemption on the day of re- 
demption. 


Rule 22c-1 provides, in relevant part, that redeemable 
securities of registered investment companies may 
not be purchased or redeemed except at a price based 
on the current net asset value of such security which 
is next computed after receipt of a tender of such 
security for redemption or of an order to purchase 
such security. Rule 22c-1(b) provides that the “current 
net asset value of any such security shall be that 
computed on each day during which the New York 
Stock Exchange is open for trading, not less 
frequently than once daily as of the time of close of 
trading on such Exchange.” Currently the New York 
Stock Exchange closes at 4 P.M., New York City time. 
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Applicant states that under Rule 22c-1(b), the Trust 
could price its shares at 12 noon and make same day 
redemption payments with respect to orders received 
prior to 12 noon, but it would also have to price a 
second time at 4:00 P.M., the time of the close of 
trading on the New York Stock Exchange. Applicant 
submits that with twice a day pricing, the Trust would 
be unable to maintain a constant net asset value, 
which can only be done if the Trust declares dividends 
immediately prior to each pricing. Applicant contends 
that declaring dividends twice a day before each 
pricing would be extremely impractical and perhaps 
impossible. 


Applicant further contends that twice a day pricing 
would result in an added Trust expense that would 
serve little or no purpose given the special nature of 
the Trust. Therefore, because of the operational re- 
quirements of the CMA program, the Trust seeks per- 
mission to price its shares once each business day at 
12 noon. Applicant submits that the order is justified 
because the pricing method proposed by the Trust is 
the most equitable to all concerned considering the 
CMA program. 


Applicant also submits that because the Trust is a 
money market fund, pricing at 12 noon for money 
market securities is the equivalent of pricing as of the 
close of trading on the New York Stock Exchange for 
equity securities. The Trust invests exclusively in 
short-term money market securities which are traded 
over-the-counter in what is known as the “money 
market”. The money market is a dealer market con- 
sisting of a number of participant dealer firms. Sub- 
stantially all activity in the money market occurs 
before noon and in this sense the noon prices of 
money market securities are the equivalent of 4 P.M. 
prices for equity securities. Applicant states that 
many existing money market funds _ presently 
“marking to market” in effect price on the basis of 
noon prices since such prices represent the daily 
closing prices in the money market. 


Applicant submits that the order will not result in any 
of the abuses that Rule 22c-1 is designed to prevent. 
Applicant states that the purpose of Rule 22c-1 is (1) 
to eliminate or reduce so far as reasonably practicable 
any dilution of the value of outstanding redeemable 
securities of registered investment companies which 
might occur through the sale, redemption or re- 
purchase of such securities at prices other than their 
current net asset values, and (2) to minimize 
speculative trading practices in the securities of 
registered investment companies. Applicant states 
that neither abuse is likely to occur in the case of the 
Trust if daily pricing is to take place at 12 noon. 
Applicant states that there will still be forward pricing 
for orders received prior to 12 noon at a current net 


asset value with no dilution of asset value and with no 
more opportunity for speculative abuses than would 
normally exist with a 4 P.M. pricing. Substantially all 
purchases and redemptions are expected to result 
from the automatic features of the CMA program 
described above. The Distributor will enter automatic 
purchase and redemption orders at 9 A.M., New York 
City time, and will receive the 12 noon pricing. In 
addition, to the extent possible, the Distributor will 
endeavor to enter manual purchases and redemptions 
prior to the 12 noon pricing. 


Applicant, therefore, requests that an exemptive order 
be entered pursuant to Section 6(c) of the Act 
granting an exemption from Rule 22c-1(b) permitting 
the Trust to price its shares once daily at 12 noon. 
Applicant submits that the granting of this order is 
necessary and appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 8, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such re- 
quest shall be served personally or by mail upon the 
Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney-at- 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9959/October 14, 1977 


In the Matter of 


PEACHTREE EQUITY SECURITIES, INC. 
34 Peachtree Street 
Atlanta, Georgia 30303 


(811-2382) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DE- 
CLARING THAT PEACHTREE EQUITY SECURITIES, 
INC. HAS CEASED TO BE AN INVESTMENT COM- 
PANY. 


NOTICE IS HEREBY GIVEN that Peachtree Equity 
Securities, Inc. (“Applicant”), an open-end, diversified 
management investment company registered under 
the Investment Company Act of 1940 (“Act”), filed an 
application on July 20, 1977, and an amendment 
thereto on September 1, 1977, pursuant to Section 8(f) 
of the Act, for an order of the Commission declaring 
that it has ceased to be an investment company as 
defined in the Act. All interested persons are referred 
to the application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


The Applicant, a Georgia corporation, registered under 
the Act on May 31, 1973. The application states that on 
April 15, 1977, the shareholders of the Applicant ap- 
proved an Agreement and Plan for Reorganization (the 
“Agreement”) which provided for the sale by the 
Applicant of substantially all of its assets to Bullock 
Fund, Ltd. (“Bullock”), a Maryland corporation and a 
diversified, open-end management investment com- 
pany registered under the Act, in exchange for shares 
of the voting stock of Bullock. 


The Application further states that the above sale of 
Applicant’s assets was consummated on April 26, 
1977, and that pursuant to the Agreement, Bullock 
issued 499,248 shares of its common stock to the 
Applicant, which represented an exchange ratio of 
1.54 shares of Bullock common stock for each share 
of the Apllicant’s common stock. These Bullock 
shares have been distributed to the shareholders of 
the Applicant on a pro-rata basis. 


Furthermore, the application states that the Applicant 
on June 10, 1977, filed a Statement of Intent to 
Dissolve with the Secretary of State of the State of 
Georgia pursuant to the relevant provisions of the 
Georgia Business Corporation Law. The application 
specifically states that the Applicant has ceased all 
business activity, and currently has no assets, known 
liabilities, or pending claims outstanding. 
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Applicant finally represents that at the present time it 
has no shareholders, has no intention of selling 
shares in the future, and that upon the granting of its 
requested order pursuant to Section 8(f) of the Act 
will file Articles of Dissolution with the Georgia 
Secretary of State, thereby completing the process of 
its formal dissolution under the Georgia Business 
Corporation Law. 


Section 8(f) of the Act provides, in pertinent part, that 
whenever the Commission, on its own motion or upon 
application, finds that a registered investment 
company has ceased to be an investment company, it 
shall so declare by order, and upon the effectiveness 
of such order, the registration of such company shall 
cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 7, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the application accompanied by a 
statement as to the nature of his interest, the reason 
for such request and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicant at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order dis- 
posing of the application herein will be issued as of 
course following said date unless the Commision 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons, who request a 
hearing or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9960/October 17, 1977 


In the Matter of 
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FORD INTERNATIONAL CAPITAL CORPORATION 
The American Road 
Dearborn, Michigan 48121 


(812-4184) 


ORDER PURSUANT TO SECTION 6(c) AND RULE 6c-1 
(c)(2) AMENDING A PRIOR ORDER OF THE COM- 
MISSION GRANTING AN EXEMPTION UNDER 
SECTION 6(c) 


Ford International Capital Corporation (“Applicant”), a 
wholly-owned finance subsidiary of Ford Motor Com- 
pany (“Ford”), filed an application on September 2, 
1977, and an amendment thereto on September 
16, 1977, pursuant to Section 6(c) of the Investment 
Company Act of 1940 (“Act”) and Rule 6c-1(c)(2) 
thereunder for an order amending an order of the 
Commission dated November 14, 1969 and published 
as Release No. IC-5886 (the “1969 Order’) to permit 
the Applicant to issue certain debt securities to 
purchasers in foreign countries. 


On September 23, 1977, a notice was issued (Invest- 
ment Company Act Release No. 9943) of the filing of 
the application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
of course unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the Com- 
mission has not ordered a hearing. 


The matter has been considered, and it is found that 
the granting of the requested amendment to the prior 
order is appropriate in the public interest and con- 
sistent with the protection of investors and the 
purposes fairly intended by the policy and provisions 
of the Act. 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that Ford International Capital Corporation be, and it 
hereby is, exempted from all the provisions of the Act 
and Rules and Regulations thereunder, effective forth- 
with, subject to the following conditions: 


(1) that the Applicant comply with all of the require- 
ments of paragraph (b) of Rule 6c-1, and (2) that the 
Applicant will not issue, subsequent to the offering 
and sale of the debt securities described in the 
application, any additional securities (except to Ford 
or a subsidiary of Ford which is not an investment 
company) without a further order of the Commission; 
provided, however, that in the event that (i) the Ap- 
plicant becomes exempt from each and every pro- 
vision of the Act pursuant to Rule 6c-1 under the Act 
or (ii) the Commission adopts, amends, or interprets a 
Rule under the Act which would exempt the Applicant 
from each and every provision of the Act, nothing 
contained in the ordér requested by the application, or 


the conditions to which it may be subject, shall pre- 
clude the Applicant from being exempt from the Act 
solely by virtue of the applicability of said Rule or 
interpretation. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9961/October 17, 1977 


In the Matter of 

NEWTON INCOME FUND, INC. 
NEWTON SELECT FUND, INC. 
and 


HERITAGE INVESTMENT ADVISORS, INC. 
733 North Van Buren Street 
Milwaukee, Wisconsin 53202 


(812-4147) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTIONS 17(b) AND 17(d) OF THE ACT AND RULE 
17d-1 THEREUNDER TO EXEMPT A PROPOSED 
MERGER AND PURSUANT TO SECTION 6(c) OF THE 
ACT TO EXEMPT AN ISSUANCE OF SECURITIES 
FROM SECTION 22(c) OF THE ACT AND RULE 22c-1 
THEREUNDER 


NOTICE IS HEREBY GIVEN that Newton Income 
Fund, Inc. (“Income”) and Newton Select Fund, Inc. 
(“Select”), both open-end, diversified management 
investment companies registered under the Invest- 
ment Company Act of 1940 (“Act”), and Heritage In- 
vestment Advisors, Inc. (“Heritage”) the investment 
adviser for Income and Select, filed an application on 
August 15, 1977, for orders, pursuant to Section 17(b) 
of the Act, exempting from Section 17(a) of the Act 
the proposed merger of Select into Income; pursuant 
to Section 17(d) of the Act and Rule 17d-1 thereunder, 
permitting Income, Select and Heritage to participate 
in the proposed transactions; and pursuant to Section 
6(c) of the Act, exempting the issuance of shares of 
Income from Section 22(c) of the Act and Rule 22c-1 
thereunder. All interested persons are referred to the 
application on file with the Commission for a state- 
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ment of the representations contained therein, which 
are summarized below. 


Applicants represent that on July 31, 1977, Income 
had net assets of $5,578,396 and Select had net 
assets of $3,413,139. On that date, Income had 
approximately 2,762 stockholders and Select had 
approximately 83 stockholders. Income’s investment 
objective is to achieve above-average current income 
consistent with preservation of capital. By contrast, 
Select’s objective is to achieve long-term capital and 
current income is_ incidental to its investment 
objective. 


income and Select, both Maryland corporations, have 
no sales load, act as their own underwriters, have 
identical executive officers and employ the same legal 
counsel, custodian, transfer agent and auditors. The 
funds have five common directors on their seven 
member boards of directors. Section 2(a)(3) of the 
Act, in pertinent part, defines an affiliated person of 
another person to include any person, directly or 
indirectly, controlling, controlled by or under common 
control with, such other person, any officer or director 
of such other person and any investment adviser, if 
such other person is a_ registered investment 
company. Accordingly, Heritage is an affiliated 
person of both Income and Select, and Income and 
Select may be deemed to be affiliated persons of each 
other. 


Applicants represent that they have entered into an 
agreement of reorganization whereby Select will 
transfer substantially all of its assets to Income in ex- 
change for shares of Income (“Income Shares”) which 
will then be distributed on a pro rata basis to the 
stockholders of Select pursuant to a plan of 
liquidation. At closing, Income will issue and deliver 
to Seleci a certificate for the number of shares having 
an aggregate net asset value equal to the net value of 
Select’s assets, aS computed as of the close of 
business on the business date immediately preceding 
the closing. The net asset value of Select will be 
reduced by its expense of liquidation, all known and 
contingent liabilities and the estimated $1,000 expense 
of selling the portfolio securities of Select that may be 
inconsistent with Income’s investment objective. 


The proposed transaction and an amendment to the 
Articles of Incorporation to allow such a transaction 
will be submitted to the shareholders of Select for 
approval. Approval of the transaction by the share- 
holders will also constitute their approval and 
adoption of Income’s investment objective. The stock- 
holders of Income also will meet to vote on the 
proposal. The agreement of reorganization is also 
subject to the receipt of a ruling by the Internal 
Revenue Service that the proposed transaction will 
constitute a tax-free reorganization. 
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On or before the date chosen to compute the net asset 
values for Select and Income, Select will declare and 
pay a dividend to its stockholders of record on the 
close of business on that date. No adjustments in the 
net asset value of the Income Shares or the net assets 
of Select will be made to compensate for any potential 
federal income tax impact on the stockholders of 
Select or Income which might result from differences 
in realized and unrealized capital gains or losses in 
the portfolios of Income and Select. 


The aggregate expenses of Income and Select in con- 
nection with the proposed merger will be shared by 
Income and Select in proportion to the value of their 
respective net assets. Heritage, however, wiil pay the 
first $5,000 of expenses deemed to be common to 
Income and Select, which represents the amount of 
estimated savings which, as a result of the merger, 
will accrue to Heritage during Income’s fiscal year 
ending July 31, 1978. 


Section 17(a) of the Act provides that it is unlawful for 
any affiliated person of a registered investment com- 
pany, or any affiliated person of such person, acting 
as principal, knowingly to sell to or purchase from 
such registered investment company any security or 
other property unless the Commission, pursuant to 
Section 17(b) of the Act, grants an exemption from 
Section 17(a) after finding that the terms of the 
proposed transaction, including the consideration to 
be paid or received, are fair and reasonable and do not 
involve overreaching on the part of any person con- 
cerned, and that the proposed transaction is con- 
sistent with the policy of each registered investment 
company concerned and with the general purposes of 
the Act. 


Applicants represent that the terms of the Agreement 
are reasonable and fair and do not involve over- 
reaching on the part of any person concerned in that 
the merger will be accomplished on the basis of the 
net asset values of Income and Select determined at 
the same time. Applicants assert that the share- 
holders of Income and Select will benefit by the 
reduction of certain presently duplicated expenses. 
Applicants assert that the transaction contemplated 
by the agreement will be consistent with the policies 
of Income and Select, assuming that the shareholders 
of the latter vote to change its investment objectives, 
and with the general purposes of the Act. 


Rule 17d-1 provides, in pertinent part, that no 
affiliated person of any registered investment com- 
pany and no affiliated person of such person shall 
participate in, or effect any transaction in connection 
with, a joint enterprise in which such registered 
investment company is a participant unless an 
application regarding such joint enterprise has been 
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filed with the Commission and has been granted by 
order. In passing upon such application, the Com- 
mission will consider whether the participation of 
such registered investment company is consistent 
with the policies, provisions and purposes of the Act 
and the extent to which such participation is on a 
basis different from or less advantageous than that of 
the other participants. 


Since by the terms of the agreement, Heritage agreed 
to assume $5,000 of the expenses common to Income 
and Select and since Income and Select agreed to 
share common expenses on a basis proportional to 
their net asset values, each may be deemed to be a 
participant in a joint enterprise and thus subject to the 
provisions of Section 17(d) of the Act and Rule 17d-1 
thereunder. Applicants represent that the transactions 
contemplated by the agreement are consistent with 
the provisions, policies and purposes of the Act. 
Select and Income each assert that its respective 
participation in the transaction is not on a basis dif- 
ferent from or less advantageous than any other party. 


Section 22(c) of the Act and Rule 22c-1 thereunder 
prohibit registered investment companies from 
issuing redeemable securities except at a price based 
on the current net asset value of such securities which 
is next computed after receipt of an order to purchase. 
Section 6(c) authorizes the Commission, upon ap- 
plication, to exempt any transaction from any pro- 
visions of the Act or any rules thereunder, if it finds 
that such exemption is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 
policies and provisions of the Act. 


Applicants state that under the terms of the agree- 
ment, the valuation of Select’s assets and the Income 
Shares will be determined as of the close of business 
on the business date immediately preceding the 
closing date, which procedure may be in violation of 
Rule 22c-1. Applicants assert that they desire to fix 
the value of Select’s assets and Income’s shares at 
such time in order that the parties will know the ex- 
change ratio at the closing which is to be held on the 
following day. Income asserts that the computation of 
the value of Income’s shares at such time will not give 
rise to the type of speculative activity which Rule 
22c-1 was designed to prohibit. Therefore, Income 
asserts that the grant of the order requested is 
necessary and appropriate, is in the public interest 
and is consistent with the protection of investors and 
the purposes fairly intended by the policies and pro- 
visions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 11, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 


statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such 
request shall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit or, in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with 
the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order dis- 
posing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9962/October 18, 1977 


In the Matter of 


TEMPLETON GROWTH FUND, LTD. 
155 University Avenue 
Toronto, Ontario M5H3B7 


and 


SECURITIES FUND INVESTORS, INC. 
50 North Franklin Turnpike 
Hohokus, New Jersey 07423 


(812-4148) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN EXEMPTION 
FROM SECTION 22(d) OF THE ACT AND PURSUANT 
TO SECTION 11(a) TO PERMIT AN OFFER OF 
EXQHANGE 


NOTICE IS HEREBY GIVEN that Templeton Growth 
Fund, Ltd. (the “Fund”), a Canadian mutual fund 
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corporation, registered as an open-end, diversified, 
management investment company under the Invest- 
ment Company Act of 1940 (“Act”), and Securities 
Fund Investors, Inc. (“SFI”), the principal underwriter 
for the Fund (collectively the “Applicants”), filed an 
application on June 20, 1977, for an order of the Com- 
mission (1) pursuant to Section 11(a) of the Act to 
permit the Fund to offer its common shares for shares 
of The Reserve Fund, Inc. (“Reserve”), upon payment 
of a $5.00 exchange fee and (2) pursuant to Section 
6(c) of the Act to exempt Applicants from the pro- 
visions of Section 22(d) of the Act and the rules there- 
under to the extent necessary to permit such an offer 
of exchange. All interested persons are referred to the 
application on file with the Commission for a 
statement of the representations contained therein, 
which are summarized below. 


SFI, as principal underwriter for the Fund, maintains a 
continuous public offering of the shares of the Fund 
at their net asset value plus a sales charge. On 
purchases of less than $10,000, the maximum sales 
charge is 8.50% which is reduced on larger pur- 
chases. There is no sales charge imposed on the rein- 
vestment of dividends and capital gains from shares 
of the Fund. 


The application states that Reserve, and open-end in- 
vestment company registered under the Act, invests 
primarily in short-term money market instruments and 
acts as its own distributor. Reserve imposes no sales 
or administrative charge in connection with the sale of 
its shares. Since the Fund imposes no charge on re- 
demption of its shares, a shareholder of the Fund may 
redeem his shares in the Fund and purchase shares of 
Reserve (provided that the minimum initial investment 
in Reserve shares is $1,000) without payment of any 
redemption or sales charges. A $5.00 service fee will 
be charged by New England Merchants National Bank 
(the “Bank”), the United States custodian and transfer 
agent for the Fund, for each investment in shares of 
Reserve. 


Applicants propose to permit a Reserve shareholder to 
exchange shares of Reserve acquired either (1) by in- 
vesting the net proceeds from a redemption of shares 
of the Fund and held for such shareholder in a 
Templeton Exchange Account (“Account”) in the 
name of such shareholder at Reserve or (2) by the 
reinvestment of income dividends and capital gain 
distributions paid on all Reserve shares held in such 
Account; for shares of the Fund, in either case 
without the imposition of the customary sales charge 
described in the prospectus of the Fund (hereinafter 
referred to as the “Exchange Privilege”). Reserve 
shares acquired in any other manner than as 
described above would not qualify for the Exchange 
Privilege. 
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The participant in an Account would be able to exer- 
cise his Exchange Privilege at any time by instructing 
Reserve to redeem shares of Reserve in his Account 
and apply the redemption proceeds to the acquisition 
of shares of the Fund. No charge on the exchange of 
Reserve shares for shares of the Fund will be imposed 
by Reserve or Applicants. The Exchange Privilege will 
not be available to the proceeds from a redemption of 
Reserve shares which are paid directly to the investor 
or at his direction to any person other than the Fund. 
The Fund and Reserve have reserved the right to 
establish a limit on the number of exchanges pursuant 
to the Exchange Privilege which any investor may 
make within a certain period. The Exchange Privilege 
will be subject to termination by the Fund or by 
Reserve on not less than six months’ prior written 
notice to holders of an Account. An_ investor 
maintaining an Account will receive the current 
prospectus of both Reserve and the Fund provided the 
investor remains entitled to the Exchange Privilege. 
The Exchange Privilege will lapse for an investor if his 
Account balance of shares of the Fund shows a zero 
balance for a period of three consecutive years. 


Section 11(a) provides, in part, that it shall be unlaw- 
ful for any registered open-end company or any 
principal underwriter for such a company to make or 
cause to be made an offer to the holder of a security 
of such company or any other open-end investment 
company to exchange his security for a security in the 
same or another such company on any basis other 
than the relative net asset values of the respective 
securities to be exchanged, unless the terms of the 
offer have first been submitted to and approved by the 
Commission. Section 22(d) of the Act provides, in 
pertinent part, that no registered investment company 
or principal underwriter thereof shall sell any 
redeemable security issued by such company to any 
person except at a current offering price describd in 
the prospectus. 


Applicants submit that an exercise of the Exchange 
Privilege would result in an exchange on a basis other 
than the relative net asset values of the shares since a 
$5.00 service charge will be imposed on each 
exchange of shares of the Fund for shares of Reserve. 
Applicants state that the Exchange Privilege might 
also violate Section 22(d) of the Act since an investor 
would be able to purchase shares of the Fund without 
the customary sales charge described in the Funds 
prospectus. Applicants state that, because any 
investor eligible for the Exchange Privilege will have 
been an investor in shares of the Fund and will con- 
tinue to receive current prospectuses of the Fund 
while he holds the Account with Reserve, no addi- 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9963/October 18, 1977 


In the Matter of 


THE CORPORATE FUND ACCUMULATION 
PROGRAM, INC. 


THE MUNICIPAL FUND ACCUMULATION 
PROGRAM, INC. 


MERRIL LYNCH BASIC VALUE FUND, INC. 
MERRILL LYNCH MUNICIPAL BOND FUND, INC. 


c/o Merrill Lynch Asset Management, Inc. 
One Liberty Plaza 

165 Broadway 

New York, New York 10006 


(812-4149) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 2(a)(19) OF 
THE ACT 


The Corporate Fund Accumulation Program, Inc., The 
Municipal Fund Accumulation Program, Inc. (the 
“Programs”), Merrill Lynch Basic Value Fund, Inc., 
and Merrill Lynch Municipal Bond Fund, Inc. (the 
“Funds”) (collectively the “Applicants”), open-end 
management investment companies registered under 
the Investment Company Act of 1940 (the “Act”), filed 
an application on July 5, 1977, and an amendment 
thereto on August 24, 1977, pursuant to Section 6(c) 
of the Act, for an order declaring that Mr. Thomas H. 
Lenagh, a director of Programs and a proposed 
director of the Funds, shall not be deemed an 
“interested person” of Applicants, their investment 
adviser or the principal underwriter of the Funds 
within the meaning of Section 2(a)(19) of the Act by 
reason of his position as a director of USLIFE 
Corporation (“USLIFE”). 


On September 20, 1977, the Commission issued a 
notice (Investment Company Act Release No. 9936) of 
the filing of the application. The notice gave 
interested persons an opportunity to request a hearing 
and stated that an order disposing of the application 
would be issued as of course unless a hearing should 
be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 
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The matter has been considered and it is found that 
the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the 


Applicant is the investment adviser of State Mutual 
Securities, Inc. (“Fund”), a closed-end investment 
company registered under the Act. Applicant and the 
Fund jointly obtained an order of the Commission 





policy and provisions of the Act. Accordingly, pursuant to Section 17(d) and Rule 17d-1 thereunder 
issued on February 12, 1973 (Investment Company Act 
Release No. 7665), corrected on February 27, 1973 (In- 
vestment Company Act Release No. 7698), and 
amended on July 28, 1976 (Investment Company Act 
Release No. 9371) (collectively ‘“Order’), which 
permits Applicant and the Fund to engage in certain 
proposed transactions whereby Applicant invests 
concurrently in each issue of securities purchased by 
the Fund at direct placement. The Order was issued 
subject to the following conditions: 


IT IS ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Section 2(a)(19) of the Act be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 

Secretary 

(1) Each investment will be made by Applicant and 
the Fund at the same unit price in securities of the 
same class (except that Applicant’s investment may 
include non-voting securities which are, except for 
voting rights, identical with those purchased by the 
Fund); 
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(2) Unless otherwise permitted by order of the Com- 
mission, Applicant will invest an amount equal to the 
amount invested in the issue by the Fund, and 
Applicant and the Fund will exercise warrants, 
conversion privileges and other rights at the same 
time and in the same amount; 


In the Matter of 





STATE MUTUAL LIFE ASSURANCE 
COMPANY OF AMERICA 

440 Lincoln Street 

Worcester, Massachusetts 01605 

(3) All securities which Applicant is prepared to 

purchase at direct placement and which would be 

consistent with the investment policies of the Fund 

will be shared equally by the Applicant and the Fund 

unless: 


(812-4156) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 17(d) OF THE ACT AND RULE 17d-1 
THEREUNDER FOR ORDER PERMITTING PROPOSED 
ACQUISITION OF CERTAIN NOTES (a) in the judgment of the Fund’s board of 


directors, concurred in by a majority of those 
directors who are not “interested persons” (as 


NOTICE IS HEREBY GIVEN that State Mutual Life defined in the Act) of Applicant or Colonial 





Assurance Company of America (“Applicant”), a 
mutual life insurance company organized under the 
laws of Massachusetts, filed an application on July 
12, 1977, and an amendment thereto on September 28, 
1977, for an order pursuant to Section 17(d) of the In- 
vestment Company Act of 1940 (“Act”) and Rule 17d-1 
thereunder permitting Applicant to acquire $1,000,000 
in principal amount of a new issue of 9-1/8% Senior 
Notes due in 1993 of A.B. Dick Company (“Dick”). All 
interested persons are referred to the application on 
file with the Commission for a statement of the repre- 
sentations contained therein, which are summarized 
below. 
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Management Associates, Inc., a subsidiary of 
Applicant which advises the Fund with respect 
to its publicly traded securities, (i) 42% or more 
by value of the assets of the Fund are invested, 
in accordance with the investment policies of the 
Fund, in long-term debt obligations or preferred 
stocks purchased directly from the issuers or in 
equities acquired either in connection with such 
purchases or as a result of the exercise of rights 
or other options so acquired, (ii) there is insuffi- 
cient cash to make the investment, and (iii) the 
sale of portfolio securities of the Fund to provide 
such cash is inadvisable; 
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(b) the security to be so purchased is a long- 
term debt obligation or preferred stock without 
equity participation; 


(c) the purchase by the Fund would be incon- 
sistent with the provisions of any Commission 
order granted on that Application or otherwise 
and then in effect; or 


(d) the Commission 
permits: 


by order otherwise 


(4) Neither Applicant nor the Fund, unless otherwise 
permitted by order of the Commission, will have any 
prior interest in the issuer or in any affiliated person 
of the issuer, or in securities issued by such issuer or 
affiliated person other than interests in all respects 
identical; 


(5) Neither Applicant nor the Fund, unless otherwise 
permitted by order of the Commission, will acquire 
any further interest in the issuer, or in any affiliated 
person of the issuer, or in securities issued by such 
issuer or affiliated person other than interests in all 
respects identical; 


(6) Neither Applicant nor the Fund will, unless 
otherwise permitted by order of the Commission, sell, 
exchange or otherwise dispose of any interest in any 
security of a class held by the Fund unless each 
makes such disposition at the same time, for the 
same unit consideration and in the same amount (each) 
in the same proportion to the amounts it holds if the 
amounts held by each are different); and 


(7) The expenses, if any, of the distribution of 
securities registered for sale under the Securities Act 
of 1933 and sold by Applicant and the Fund at the 
same time will be shared by Applicant and the Fund in 
proportion to the amount each is selling. 


Applicant represents that it has made a commitment 
to purchase at direct placement $1,000,000 in 
principal amount of a new issue of 9-1/8% senior 
notes of Dick due 1993 (“notes”). Applicant states 
that because Applicant and the Fund each currently 
hold $1,000,000 in principal amount of 10%2% senior 
notes of Dick due in 1990 issued by Dick in September 
of 1975 (“Outstanding Senior Notes”), Applicant may 
not purchase the Notes unless it first obtains an order 
of the Commission specifically permitting such pur- 
chase. Accordingly, Applicant's commitment is 
subject to the prior issuance of an order by the 
Commission permitting such purchase. 


Applicant states that the Fund currently is fully 
invested in long-term debt securities priced to yield 
approximately 9.16%. Applicant also states that since 
investment in the Notes will be delayed until the first 
quarter of 1978, the Fund does not wish to make a 
commitment which would effectively obligate it to 
liquidate portfolio securities at a potentia!ly disadvan- 
tageous price. Accordingly, Applicant states that the 
Notes are not an appropriate investment for the Fund 
and the directors of the Fund have unanimously voted 
to decline participation of the Fund in the proposed 
acquisition of the Notes. Applicant represents that its 
proposed acquisition of the Notes is in no way 
connected with the sale of the Outstanding Senior 
Notes to Applicant and the Fund in 1975 other than by 
virtue of the fact that Applicant established a rela- 
tionship with Dick at that time through the acquisition 
of the outstanding Senior Notes. Applicant further 
represents that neither Applicant nor the Fund is an 
affiliated person of Dick or an affiliated person of an 
affiliated person of Dick. 


Section 17(d) of the Act and Rule 17d-1 thereunder, in 
part, provide, that it shall be unlawful for an affiliated 
person, or an affiliated person of an affiliated person, 
of a registered investment company, acting as 
principal, to participate in or effect any transaction in 
connection with any joint enterprise or arrangement in 
which any such registered investment company is a 
participant, unless an application regarding such 
arrangement has been filed with the Commission and 
has been granted by an order of the Commission. In 
passing upon such application, the Commission will 
consider whether the participation of such registered 
investment company is_ consistent with the 
provisions, policies and purposes of the Act and the 
extent to which such participation is on a basis 
different from, or less advantageous than, that of the 
other participants. 


The arrangement whereby Applicant and the Fund 
invest concurrently in each issue of securities 
purchased by the Fund at direct placement may be 
deemed a joint enterprise or arrangement for purposes 
of Section 17(d) of the Act and Rule 17d-1 thereunder. 
Moreover, as stated above, once Applicant and the 
Fund have acquired an interest in an issuer, the order 
prohibits acquisition of any further interest in such 
issuer by Applicant or the Fund unless’ such 
acquisition is made on an equal basis or is otherwise 
permitted by Commission order. Accordingly, Appli- 
cant requests that the Commission issue an order, 
pursuant to Sectgion 17(d) of the Act and Rule 17d-1 
thereunder, permitting the acquisition by Applicant 
alone of $1,000,000 principal amount of the Notes, 
notwithstanding the present ownership by Applicant 
and the Fund of the Outstanding Senior Notes. 
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In support of this request, Applicant states that the 
proposed investment will not be disadvantageous to 
the Fund and is consistent with the provisions, 
policies and purposes of the Act. Applicant states 
that the Fund’s investment in the Outstanding Senior 
Notes will not be adversely affected, because Dick will 
be receiving significant new value from Applicant in 
consideration for issuing the Notes and because the 
Outstanding Senior Notes owned by the Fund will 
mature prior to the Notes which Applicant proposes to 
acquire. Accordingly, the proposed purchase of the 
Notes by Applicant will not materially affect Dick’s 
ability to meet its obligation to the Fund on the 
Outstanding Senior Notes. Although the Fund has 
declined to participate in the purchase of the Notes, 
Applicant represents that the Notes are an attractive 
investment for it. Applicant also submits that it will 
be disadvantaged if it is not permitted to acquire a 
portion of the Notes at direct placement. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than November 14, 1977, at 5:30 
p.m., submit to the Commission in writing a request 
for a hearing on the matter accompanied by a 
statement as to the nature of his interest, the reason 
for such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange 
Commission, Washington, D.C. 20549. A copy of 
such cequest shall be served personally or by mail 
upon Applicant at the address stated above. Proof of 
such service (by affidavit or, in the case of an at- 
torney-at-law, by certificate) shall be filed contempo- 
raneously with the request. As provided by Rule 0-5 of 
the Rules and Regulations with the request. As 
provided by Rule 0-5 of the Rules and Regulations 
promulgated under the Act, an order disposing of the 
application will be issued as of course following said 
date unless the Commission thereafter orders a 
hearing upon request or upon the Commission’s own 
motion,. Persons who request a hearing, or advice as 
to whether a hearing is ordered, will receive any 
notices and orders issued in this matter, including the 
date of the hearing (if ordered) and any postpone- 
ments thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 8156/October 14, 1977 


UNITED STATES OF AMERICAN v. FRANK R. 
CARCAISE, ET AL. (M.D.Fla., Case No. 77-67-ORL- 
CR-R) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office, and William Nortman, Associate Regional 
Administrator, Miami Branch Office, of the Securities 
and Exchange Commission (‘‘Commission’’) and John 
L. Briggs, United States Attorney for the Middle 
District of Florida announced that on September 28, 
1977 an indictment was filed in the United States 
District Court for the Middle District of Florida, 
Orlando Division, charging violations of the mail fraud 
(18 U.S.C. 1341 and conspiracy (18 U.S.C. 371) 
statutes by Frank R. Carcaise, Robert T. Schwer, 
Steven A. Stepanian, R. William Habel, and Martin 
Kingshill. The indictment charged that the violations 
of the law occurred between December, 1972 and 
approximately December, 1974 in connection with the 
offer and sale by LTP Properties, Inc. of approximately 
$6,200,000 of its corporate promisory notes bearing 
high interest rates, to be repaid monthly, with 
principle purportedly to be repaid at the end of 2, 3, 4, 
and 5 years. In order to obtain the investor’s funds, 
the defendants represented and caused to be repre- 
sented to investors that their loans would be secured 
by first mortgages on proposed lots of The Swallows, a 
proposed real estate development located in Volusia 
County, Fiorida. The defendants represented to 
investors that they could foreclose upon their mort- 
gages and become owners of the lot in The Swallows 
that were included in the proposed development plat, 
where in fact the mortgages did not describe proposed 
lots and many investors received as security for their 
loans, mortgages that were subordinated to prior 
mortgages, leases and liens. It was also charged as part 
of the scheme the defendants, by selling and causing 
to be sold these promisory notes secured by alleged 
first mortgages, would and did obligate LTP to repay 
funds borrowed from investors well knowing that LTP 
had little income, and was amassing a steadily rising 
debt. The indictment further charged that the 
defendants caused to be diverted substantial sums of 
money borrowed by LTP, from public investors, for 
purposes other than those for which it was borrowed, 
including payments to other corporations and entities 
owned, controlled and managed by the defendants. 


This criminal action, arose as a result of the Commis- 
sion’s civil action against LTP Properties, Inc. and 
others for a preliminary and permanent injunction in 
the appointment of a Receiver. SEC v. LTP Properties, 
Inc., et al. (Civil Action No. 76-1680-Civ-JE). On 
December 27, 1974 the Commission filed its complaint 





in the United States District Court for the Southern 
District of Florida seeking to enjoin LTP Properties, 
Inc., Frank R. Carcaise, David R. Edstrom, S.E.lI. 
Inc., Southeast Florida Corp., and Philip M. Swan 
from further violations of the registration and 
anti-fraud provisions of the Securities Act of 1933 and 
the anti-fraud provisions of the Securities Exchange 
Act of 1934 in connection with the offer and sale of the 
corporate promisory notes of LTP Properties, Inc. 
Injunctions were entered as to all defendants and a 
Receiver was appointed. 


For Further Information See Litigation Release No. 
6664. 





Litigation Release No. 8157/October 14, 1977 


SEC V. GLOBE NATURAL GAS COMPANY, ET AL. 
(S.D. W. Va., Civil Action No. 77-2447-CH) 


Glen B. Gainer, Jr., West Virginia State Auditor and 
Commissioner of Securities, and Paul F. Leonard, 
Administrator of the Wahington Regional Office of the 
Securities and Exchange Commission announced that 
on October 4, 1977, the Commission filed a complaint 
for a permanent injunction and ancillary relief in the 
United States District Court for the Southern District 
of West Virginia, Charleston Division. The complaint 
alleges that Globe Natural Gas Co. of Harrisville, West 
Virginia; John A. Kaye of Devola, Ohio; Braxton L. 
Lipscomb, Jr. of Hurricane, West Virginia; and 
Sanford W. Harrison, Sr. of Nitro, West Virginia, 
violated the securities registration and anti-fraud 
provisions of the Securities Act of 1933 and the 
anti-fraud provisions of the Securities Exchange Act of 
1934 in connection with the offer and sale of Globe 
securities including common stock of the company, 
interests in oil and gas wells, and investment contracts 
relating to certificates of deposit and coal interests. 


The complaint alleges that the defendants obtained in 
excess of $700,000 from investors through the use of 
misrepresentations and omissions of material facts, 
relating to among other things, the use of proceeds 
from the sales and the expected returns from an 
investment. 


The Commission’s Motion for a Preliminary Injunction 
is scheduled to be heard before Judge Dennis R. 
Knapp on October 28, 1977. 





Litigation Release No. 8158/October 14, 1977 


U.S. V. WESTCO FINANCIAL CORPORATION, ET 
AL., (District of Colorado, 77-CR-158) 


Joseph Dolan, United States Attorney for the District 
of Colorado and Robert H. Davenport, Administrator 
of the Denver Regional Office, Securities and 
Exchange Commission, announced that on July 26, 
1977 Charles J. Johnson plead guilty to two counts of 
securities fraud which were contained in a 16 count 
indictment alleging violations of the anti-fraud and 
broker-dealer filing requirements of the Securities 
Exchange Act of 1934. On September 1, 1977 U.S. 
District Court Judge Sherman G. Finesilver sentenced 
Mr. Johnson to a 3 1/2 year probation with the 
provision that he make restitution to investors. 


On July 29, 1977 Milford A. Simms plead guilty to one 
count of securities fraud which was contained in the 
afore-mentioned indictment. On September 1, 1977 
Judge Finesilver sentenced Mr. Simms to 3 1/2 years 
probation with the provision that he make restitution 
to investors. On September 16, 1977 Judge Finesilver 
accepted a nolo-contendere plea by Westco Financial 
Corporation to one count of securities fraud contained 
in the indictment. Westco Financial Corporation was 
fined $5000. 





Litigation Release No. 8159/October 14, 1977 


U.S. v. MARTIN KINGSHILL, III, ET AL (USDC E.D. 
La. Criminal Docket No. 76-654) 


Gerald J. Gallinghouse, United States Attorney for the 
Eastern District of Louisiana, Richard M. Hewitt, 
Regional Administrator of the Fort Worth Regional 
Office of the Securities and Exchange Commission and 
Daniel R. Kirshbaum, Assistant Regional Adminis- 
trator of the Commission’s Houston Branch Office 
today announced that on October 3, 1977 John Faletti, 
Irving, Texas, pleaded guilty to one count of an indict- 
ment charging wire fraud; Martin Kingshill, Ill, 
Houston, Texas, pleaded guilty to an information 
charging felony securities fraud; and William Brewer, 
Dallas, Texas; Gerald Dixon Fletcher, Houston, Texas 
and Kenneth Raymond Barnes, Houston, Texas each 
pleaded guilty to a separate information charging mis- 
demeanor securities fraud in connection with the offer 
and sale of fractional undivided working interests in oil 
and gas leases located in Texas and Nebraska issued 
by Southern Crude Oil & Gas Co., Inc. of New 
Orleans, Louisiana. 
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The above pleas were entered as a result of an indict- 
ment returned November 18, 1976 by a grand jury at 
New Orleans, Louisiana charging the defendants with 
defrauding numerous investors throughout the United 
States by inducing them to purchase fractional 
undivided working interests in oil and gas leases using 
high pressure long distance telephone sales presenta- 
tions which contained numerous false and misleading 
representations and omissions of material facts 
concerning, among other things, the risk involved, the 
use of proceeds, the tax effect of the investment and 
the prior success of the company. 


For further information see Litigation Release Nos. 
7342, 7522 and 7675. 





Litigation Release No. 8160/October 14, 1977 


SEC v. HAY SPRINGS CORPORATION, ET AL., 
(U.S.D.C.,Colo., Civil Action No. 74-A-401) 


Robert H. Davenport, Regional Administrator of the 
Denver Regional Office of the Securities and Exchange 
Commission, announced that the Honorable Alfred A. 
Arraj, United States District Judge for the District of 
Colorado, on September 30, 1977, signed a final 
judgment of permanent injunction against Hay Springs 
Corporation and Cornhusker Associates, Inc., both 
Nebraska corporations, Continental Colorado Corpora- 
tion, Beran-Kaminski and Associates and Dove Creek 
Association, all Colorado business entities, and Ray J. 
Beran of Grand Island, Nebraska, Andrew M. 


Kaminski of Lakewood, Colorado and Russell E. 
Griffith, Il, of Dallas, Texas, a former Lakewood 
resident. 


The injunction, in substance, enjoins the defendants 
from violating the registration and antifraud provisions 
of the federal securities laws in connection with the 
offer and sale of securities issued or offered by any 
issuer. The defendants consented to the entry of the 
final order of permanent injunction without admitting 
or denying the allegations of the Complaint. 


The action, initially naming fourteen defendants, is 
still pending as to two remaining defendants. Ralph M. 
Clark, a Denver attorney, was appointed receiver in 
this matter in July of 1975 and the receivership 
continues to wind up the affairs of the defendant 
business entities. 


For further information see Litigation Release Nos. 
6357, 6665, 6824, 7023, and 7363. 
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Litigation Release No. 8161/October 17, 1977 





SECURITIES AND EXCHANGE COMMISSION v. 
MICRO-THERAPEUTICS, INC., ET AL. (Civil Action 
No. 77-1424, United States District Court for the 
District of Columbia) 





The Securities and Exchange Commission announced 
that on October 13, 1977 the Honorable George L. 
Hart, Jr., United States District Judge, signed a final 
judgment of permanent injunction against Dr. Edward 
Settel, Micro Therapeutics, Inc.’s (“Micro”) former 
chairman of the board. Dr. Settel consented to the 
entry of the injunction, which enjoined him from 
further violations of Sections 5(b) (registration) and 
17(a) (anti-fraud) of the Securities Act of 1933 and 
Sections 10(b) (anti-fraud) of the Securities Act of 
1933 and Sections 10(b) (anti-fraud), 13(a) (reporting) 
and 17(a) (proxy) of the Securities Exchange Act of 
1934 and Rule 10b-5 thereunder, without admitting or 
denying the allegations contained in the Commis- 
sion’s Complaint. 


The injunction further provided that Dr. Settel pay the 
sum of $10,000 to the Clerk of the Court, which 
money will be distributed in accordance with a plan 
proposed by the Commission and approved by the 
Court. 


The Commission’s Complaint in this action, vinion @ q 
was filed on August 17, 1977, generally alleged that 

Dr. Settel, and others, during the period commencing 

from in or about June 1970: 


(a) made materially false and misleading 
statements to investors concerning Micro; 


(b) offered the securities of Micro to the public 
based on a materially false and misleading re- 
gistration statement and prospectus; and 


(c) filed and caused to be filed with the 
Commission and disseminated and caused to be 
disseminated to the public materially false and 
misleading Micro annual reports and proxy 
solicitation materials. 


The Complaint further alleged that other defendants in 
this action had engaged in a market manipulation of 
the stock of Micro which artificially inflated the price 
of Micro’s stock from approximately $6 per share to 
approximately $25 per share during the period from 
June 1970 to June 1972. 


For further information please see Litigation Release 
No. 8072. 
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Litigation Release No. 8162/October 17, 1977 


UNITED STATES v. RICHARD CHWATT, MARTIN 
BRUSTEIN, JACK BARNETT AND - BERNARD 
KASPER, 77 Crim. 173 (S.D.N.Y.) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange 
Commission, and Robert B. Fiske, Jr., United States 
Attorney for the Southern District of New York, 
announced that on September 27, 1977, Richard 
Chwatt, Martin Brustein, Jack Barnett and Bernard 
Kasper were each sentenced by the Honorable Marvin 
Frankel, District Court Judge for the Southern District 
of New York, to a term of six months probation and a 
fine of $2,000 which is to be paid within 30 days. This 
sentencing was the result of a plea of guilty by each 
of the defendants to a criminal information filed by 
the U.S. Attorney on March 3, 1977 charging them 
with violations of the anti-fraud provisions of the 
federal securities laws in connection with a public 
offering of the securities of Jaymee Industries, Inc., a 
bankrupt corporation formerly located in Brooklyn, 
New York. (See Litigation Release 7862). 


The defendants, former principals of Jaymee 
Industries, Inc., were previously permanently enjoined 
from further violations of the federai securities laws in 
a related civil injunctive proceeding instituted by the 
Commission on October 3, 1974. SEC v. Jaymee In- 
dustries, Inc., et al., 34 Civil 4336 (S.D.N.Y.) (see 
Litigation Releases 6542 and 6942). 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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UNITED STATES v. JOHN M. WIED, CR 76-233 (D. 
Ore.) 


Sidney |. Lezak, United States Attorney for the District 
of Oregon, and Jack 4H. Bookey, Regional 
Administrator of the Seattle Regional Office of the 
Securities and Exchange Commission announced that 
on October 4, 1977, John M. Wied, formerly a 
vice-president and treasurer of Benjamin Franklin 
Federal Savings and Loan Association, Portland, 
Oregon, was found guilty in the United States District 
Court for the District of Oregon as charged in a fifteen 
count indictment. United States District Court Judge 


Otto Skopil found Wied guilty of misapplying 
association assets, personally benefiting from 
transactions of the association and making false 
entries in the books and records of the association. 


Wied’s conduct related to transactions executed in 
1975 for the benefit of Hinkle Northwest, Inc., a 
Portland, Oregon broker dealer involving the 
purchase, financing and sale of about $125,000,000 of 
U.S. Government treasury obligations. It was found 
that Wied knowingly and wilfully used the credit of 
the association to benefit Hinkle Northwest, Inc. and 
that he intentionally falsified the reports which should 
have disclosed the transactions. 


For further information see Securities Exchange Act 
of 1934 Release No. 13213. 





Litigation Release No. 8164/October 17, 1977 


SECURITIES AND EXCHANGE COMMISSION v. 
CHARLES JACQUIN ET CIE., INC., et al. (United 
States District Court for the District of Columba) Civil 
Action No. 77-1794 (Richie, J.) 


The Securities and Exchange Commission today 
announced the filing of a Complaint in the United 
States District Court for the District of Columbia 
seeking injunctive and ancillary relief against Charles 
Jacquin et Cie, Inc. (“Jacquin”), a Pennsylvania 
corporation with principal offices in Philadelphia, 
which produces and imports alcoholic beverage 
products, and two of its officers, Jerome J. Cooper 
(“J. Cooper’) and Norton Cooper, (“N. Cooper”) 
Secretary-Treasurer and Vice President, respectively, 
and directors of the company. The Commission’s 
Complaint charges Jacquin with violations of the 
anti-fraud, proxy and reporting provisions of the 
federal securities laws. 


The Commission also announced that the Court 
entered Judgments of Permanent Injunction and 
Ancillary Relief restraining and enjoining Jacquin, J. 
Cooper and N. Cooper from further violations of the 
anti-fraud provisions of the Securities Exchange Act 
of 1934 (“Exchange Act”) and the Securities Act of 
1933 (“Securities Act”) and the reporting and proxy 
provisions of the Exchange Act and ordering certain 
other relief. Jacquin, J. Cooper and N. Cooper 
consented to the entry of the judgments without 
admitting or denying the allegations in the 
Commission’s Complaint. 
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The Commission’s Complaint alleges that during the 
period from at least 1969 to 1977, Jacquin, J. Cooper 
and N. Cooper made undisclosed payments of money 
and other assets of Jacquin to customers and others, 
including payments to state alcoholic beverage 
control officials, as inducements to purchase Jacquin 
products. 


The Complaint also alleges that J. Cooper and N. 
Cooper, without disclosure, diverted and caused the 
diversion of Jacquin funds and assets for their own 
benefit and for the benefit of members of their family, 
including Elsie Cooper (“E. Cooper’) and Ruth Cooper 
(“R. Cooper”), President and Executive Employee, re- 
spectively, of the company, and mother and sister, 
respectively, of J. Cooper and N. Cooper. 


The Complaint identifies at least two means by which 
Jacquin made inducement payments: (1) the distribu- 
tion, free of charge, of 12-16,000 cases of alcoholic 
beverages per year to retail customers, the value of 
which was approximately $300,000 to 500,000; and (2) 
the payment of money to certain of its retail 
customers by means of fictitious invoices from those 
customers for goods or services never actually 
received by Jacquin. 


The Complaint alleges that Jacquin, J. Cooper and N. 
Cooper, in connection with inducement payments, 
and in order to conceal them, failed to record or made 
false entries concerning them in Jacquin’s accounting 
records, removed documents and writings evidencing 
the inducements from Jacquin’s premises and 
requested and obtained from recipients of induce- 
ments, some of whom were publicly-held companies, 
fictitious invoices for services not rendered, in the 
amounts of the inducements. 


The Complaint also alleges that Jacquin, without 
disclosure, gave money and other valuable things, 
including free alcoholic beverages, a snowmobile in 
1969 and a sauna, to individuals who were members 
or employees of the Pennsylvania Liquor Control 
Board (“PLCB”), and also sold its products in Penn- 
sylvania directly to retail customers rather than 
through the facilities of the PLCB, as required by 
Pennsylvania law. The sauna was subsequently 
returned to the company. 


The Complaint further alleges that Jacquin paid 
salaries aggregating $110,000 per year to certain 
members of J. Cooper’s and N. Cooper's family 
including their mother, E. Cooper, the President of 
Jacquin and a member of its Board of Directors, and 
their sister, R. Cooper, Executive Employee and a 
member of the Board of Directors of Jacquin, 
although those family members rendered no 
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substantial services to Jacquin. Also, payment by 
Jacquin of a variety of the personal expenses of the 
Cooper family is alleged, including such things as 
apartment rentals, maintenance fees for condomini- 
ums, utility and real estate tax expenses on personal 
residences, college tuition payments for certain 
children of Jacquin’s officers and directors and other 
miscellaneous personal expenses. Additionally, the 
Complaint alleges the receipt by J. Cooper of $100 per 
week from a Jacquin petty cash fund without any 
documentation as to business purpose and payments 
totalling at least $1180 by Jacquin, at N. Cooper’s 
direction, to an entity controlled by a member of his 
family which performed no substantial services for 
Jacquin. 


The Complaint also alleges that in 1973 and 1975 J. 
Cooper requested certain Jacquin employees to make 
political contributions to, among other candidates for 
elective office, a candidate for the presidency, which 
contributions J. Cooper caused Jacquin to reimburse 
by causing false and misleading expense vouchers to 
be prepared. 


The Complaint alleges that in connection with all the 
aforementioned activity, false and misleading entries 
were made in Jacquin’s accounting system and that 
false and misleading filings were made with the 
Commission. Among other false and misleading 
disclosures alleged to have been made in Commission 
filings are: (1) the failure to disclose the existence of 
the payments to customers and certain then members 
of the PLCB as discussed above; (2) the failure to 
disclose the personal benefits to the Coopers; (3) the 
failure to disclose that the company and two of it 
officers (the individual defendants) had been found in 
contempt and fined $1000 per day by the United 
States District Court for the District of Columbia for 
violating an order of that Court enforcing two 
Commission subpoenas; (4) the failure to disclose the 
continuation of inducements to customers up to as 
recently as the filing date of Jacquin’s 1976 Annual 
Report on Form 10-K; and (5) the failure to disclose 
the substantial penalties which might be imposed 
upon Jacquin by government agencies regulating 
alcoholic beverages, including fines and suspension 
or termination of federal and/or state licenses to 
produce and/or sell alcoholic beverages, including 
fines and suspension or termination of federal and/or 
state licenses to produce and/or sell alcoholic 
beverage products. 


The Complaint also alleges the filing by Jacquin of a 
Quarterly Report on Form 10-Q for the period ended 
June 30, 1974, containing a nine-month 
statement which, because it did not 
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substantial overstatement of net income for the period 
ended June 30, 1974. 


In addition to consenting to the entry of a Final Judg- 
ment of Permanent Injunction, Jacquin agreed to 
certain ancillary relief including: 


(1) Expansion of Jacquin’s Board of Directors 
(“Jacquin’s Board”) to include two additional in- 
dependent directors and provision for additional 
independent directors in the event Jacquin 
increases the size of its Board; 


(2) Establishment of an Audit Committee of 
Jacquin’s Board; 


(3) Appointment of a Special Counsel for 
Jacquin to conduct an investigation and, upon 
the approval of Jacquin’s Board, take appropriate 
action against any officer, director or employee 
of Jacquin. 


The Special Counsel will conduct a full investigation 
of the matters alleged in the Complaint, submit a 
report of his findings in a Current Report on Form 8-K 
(“8-K”), and prepare an accounting of moneys im- 
properly diverted by or to any officer, director or 


employee of Jacquin. The Judgment provides for the 
repayment of any amounts due the company from any 
officer, director or employee who received money for 
his or her personal benefit. 


The Audit Committee will be responsible for reviewing 
accounting procedures, annual and periodic reports, 
information provided to the media and certain auditing 
matters. The Audit Committee will also adopt and 
implement procedures to prevent the recurrence of the 
activities alleged in the Complaint and recommend to 
Jacquin’s Board any action to be taken regarding such 
activities. In the event such recommendations are not 
accepted by Jacquin’s Board, Jacquin must file an 8-K 
disclosing that fact and the reasons therefor. 


J. Cooper and N. Cooper have, as part of their 
consents to injunctions in this matter, agreed to 
provide the Special Counsel with an accounting of all 
moneys which they received or used for their personal 
benefit. In addition, E. Cooper and R. Cooper have 
signed undertakings agreeing to be bound by the 
judgment against Jacquin, to provide the Special 
Counsel with an accounting similar to that agreed to 
by J. Cooper and N. Cooper and to comply with the 
provisions of the judgment against Jacquin relating to 
repayment to the company of amounts received by 
them for their personal benefit. 
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